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Commercial banks help to fully utilize the available capi-
tal funds of the nation by lending their excess bank funds produc-
tively. However, the success in the operations of loans depends
on the soundness of lending policies. In Hong Kong, there are
three major catagories of banks-- Communist Chinese banks, local
Chinese banks and foreign bankd-- each bank deals with its own
target customers. Commercial.banks in Hong Kong are conservative
in granting loans. They often lend only to those who are known by
the lending officers or directors of the banks. They usually ask
for collateral against loans and prefer to grant short-term loans
to long-term loans. Commercial banks in Hong Kong, except American
banks, place less emphasis on credit analysis, especially financial
statements analysis. In other words, lending officers often approve
loan requests based on their subjective judgments. Finally, Hong
Kong bankers should actively try to develop new outlets for legi-
timate loans so as to prosper the Colony's economic development.
"Money is like muck, not good except it be spreads!"
I-would like to take this opportunity to acknowledge those
who have given me the encouragement and assistance in my thesis.
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1.0 INTRODUCTION
This thesis consists of six chapters. Chapter 1.0 is an
introduction which defines the nature of a commercial bank, the
objectives and scope of this study, research methodology used,
and the limitations in the analysis. Chapter 2.0 illustrates some
insights to the commercial banking system in Hong Kong. The three
following chapters are the core of this study. Chapter 3.0 is
concerned with the general considerations of the lending policies.
Chapter 4.0 deals with the theory and practices of the lending
policies of commercial banks in Hong Kong. Banking statistics are
analyzed in Chapter 5.0. Chapter 6.0, the last chapter, consists
of the summary and conclusions.
1.1 The Nature of a Commercial Bank
Definition
Bank originates from the word banc, an Italian word
which means "bench" (16, p. 39).
From the economic point of view, a bank is a financial
institution which collects idle money from those who have excess
cash or those who save money by postponing their present consump-
tion and provides funds for those who urgently need them at the
present. A financial institution is defined as a limited liabi-
lity corporation and .a legal entity which dealsonnhi with mone-
tary transactions and is subjected to the restrictions set by law.
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2Thus, a bank is defined by the Banking Ordinance (11, Part
I, Section 2) as:
A company which carries on banking business
and holds a valid licence granted by the
Commissioner of Banking.
Banking business means the business of either
(a) (i) receiving money on current, deposit
or other similar account from the
general public, and
(ii} paying and collecting cheques drawn
by or paid in by customers, and
(iii) making advances to customers or
(b) receiving money on savings account from the
general public repayable on demand or within
three months or at three monthst notice
or less,
or both.
Commercial bank is a name given to one of the classes of
non-governmental banking institutions. In order to have a clear
distinction between commercial banks and other financial institu-
tions, it is worthwhile to discuss the functions performed by
commercial banks in the first instance.
Functions
. In addition to its operational functions-- that is, accep-
ting deposits, granting loans and advances, exchanges and remit-
tances-- commercial banks have the following functions:
1. Money Creation Function
Only commercial banks can accept demand deposits (that is,
checkbook deposits) which are the most important and largest ele-
ment in the money supply of advanced countries. Commercial banks
are the only financial institutions, in cooperation with the
3
central bank, which can create money supply in the form of de-
rived deposits through their lending operations. The credit
expansion of a single commercial bank is limited to the amount of
its excess reserves. However, for the commercial banking system
as a whole, it is possible to create credits by a multiple of its
excess reserves. The multiple is calculated by dividing the new
reserve by the legal reserve ration (8, pp. 122-127). For
example, it the new reserve is $10,000 and the legal reserve re-
quirement is 10 percent, then Figure 1.1 is obtained.
FIGURE 1.1
Additional Loans Made Additional Deposits
A single bank S 19,000$ 9:000
Whole commercial
banking system 990.000 $100,000
According to the quantity theory of money, an expansion
in the money supply will create an additional effective purchasing
power of the nation..
2. optimizing Resources Allocation Function
By lending and investing their excess bank funds, commer-
cial banks help to fully utilize the available capital funds of
the nation. Hence, they facilitate the economic processes of
production, distribution and consumption (22, p. 108).
Characteristics
Nowadays a large modern commercial bank usually engages
in a wide range of banking businesses. It has a number of
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departments, such as the Commercial or Operation.Department,
Foreign Department, Trust Department, and Safe Deposit Department.
Each performs many different functions. This is called Depart-
ment Store Banking or Retail Banking, which places a commercial
bank in a stronger competitive position as well as increases its
profitability.
A commercial bank is like a public utility company: it has
dual obligations. It provides services to the community such as
banking services, financial consultations and leadership, and
other constructive community activities which will improve total
social welfare. In addition, it earns an appropriate rate of
return on the invested capital for its shareholders. Thus, a
commercial bank is a semi-public institution.
Capital funds of a commercial bank are guarantee funds of
liabilities in the sense that they provide a buffer of safety for
depositors and creditors. Actually the basic functions of capital
funds of a commercial bank are not only to absorb the losses in
a declined value of assets but also to maintain the confidence of
depositors that the operations are functioning well. In addition,
capital funds may also be a basis for extension of credits.
A commercial bank is especially concerned with liquidity.
This is due to the fact that once a bank encounter difficulties
in meeting the withdrawal demands of depositors, bank runs1 occur.
1"Bank run" is a difficult time for a bank. It will occur
when all the depositors of the bank come to withdraw all their
deposits at one time, and the bank is in danger of being unable
to meet such a large amount of cash demands.
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Consequently, economic chaos would inevitably spread in the com-
munity.
1.2 Objective and Scope of this Analysis
The asset side of the balance sheet of a commercial bank,
regardless of its size, is usually divided into the following
parts: cash, loans and advances, investment, and other assets.
Cash holdings and their equivalents are the primary re-
serves (that is, the specified liquid assets1 as in Hong Kong)
which are used to assure depositors of the ability of the bank to
redeem its demand obligations at any time. Actually they are
frozen-liquid and non-earning assets because idle cash is non-
productive for profits. On the other hand:, the remaining assets
are earning assets. Among them, loans and advances are not only
the largest items both by number and by dollar volume but also the
major source of profit of a commercial bank:.:
Commercial-bank lending, however, involves certain pro-
blems and some degree of risk. The most important one is credit
risk. The borrower or borrowers may be unable or relunctant to
pay the interest at apecified intervals and to repay principals of
loans when they become due. The liquidity of the bank will be
affected and the bank will be loaned-up so that it cannot accomo-
date the need for loans of other customers.
Although commercial-bank lending is important both to the
1The Hong Kong Banking ordinance 1967 edition, Part V,
Section 18 gives more information regarding Specified liquid
assets.
6bank itself and the economic development of the community, there
are very few publications about commercial bank lending policies
in Hong Kong. Concerning commercial bank lending, the objectives
of this study are:
1. To find out the different philosophies in the lending policies
of commercial banks of different catagories and of different
natures.
2. To investigate the practices in commercial bank lendings.
3. To analyze the lending policies by existing available data+-`
4. To make recommendations for improvement.
Furthermore, the scope of this analysis is very broad as
the study deals with commercial banks of different natures and
catagories according to the Interest-Rate Agreement set by the
Exchange Banks' Association.
1.3 Research Methodology
Methods Used to Collect Information
Two different methods have been used in order to obtain
information.
1. Library Research
Before the field work, literature and periodicals about
money and banking or bank management were studied to learn more
about the theoretical lending policies of commercial banks and
to form the background for the analysis. In addition, banking
ordinances, other relevant pamphlets, and reports on banking by
the Hong Kong Government were also reviewed in order to have a
thorough understanding of the commercial banking system in Hong
Kong. Furthermore, secondary data were obtained from the Hon
Kong Monthly Digest of Statistics printed by the Hong Kong Govern-
ment.
2. Personal Interview
The field work was carried out by depth interview." It
was undertaken mainly by personal interview with the persons who
were in charge of the Loans Department or the top management per-
sons of the bank during November 1974 to February 1975. Each
interview took two to three hours. Although there was no formal
and structural questionnaire, every discussion concentrated on
the questions given in Appendix A. Each interviewee was asked
to fill in the rating sheet in Part II of the questionnaire at the
end of the interview. In this way, primary data was obtained for
the analysis of the bankers' preferences for various types of loans.
A sample of fifteen banks was chosen, as shown in Table
1.1. The basis for the selection of each of the sample banks was
the fact that each one is representative of the catagory to which
it belongs. The sample includes local Chinese, Communist Chinese,
American, British and Singapore banks.
Techniques Used to Analyze Data
Both qualitative and quantitative methods were used to
analyze the information and/or data. Theories were compared with
practices in Hong Kong.
In quantitative analysis, trend analysis and regression
analysis was applied to the seven years-- eighty four months
data in the period from January 1, 1968 to December 31, 1974.
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81.4 Limitations
Because of the time limitation, it was not possible to
survey a larger sample out of the seventy-four licensed banks in
Hong Kong. Moreover, some important points and figures were kept
confidential and were not permitted to be disclosed by the loan
officers interviewed. Furthermore, some institutions, which have
the information, are not cooperative with this kind of research.
Unless the research climate is changed, future researchers are
likely to encounter similar limitations. Professor Robinson1
(20, p. 4) once said, Commercial banking is more of an art than
a science...An art, since it requires experience, wisdom, and
judgment, can be learned only by doing. Perhaps, future resear-
chers may overcome some of the limitations if they have practical
experience in banking.
1Roland I. Robinson was the Professor of Financial
Administration and Economics, Graduate School of Business
Administration, Michigan State University, U.S.A.
9TABLE 1.1
SAMPLE OF COMMERCIAL BANKS TO BE INTERVIEWED
Total.Catagory1 Catagory Catagory Catagory Catagory
421 53
61112Population 933 712
46 1 1 15Sample 3
Note: 1. Catagories are arranged in descending order:
Catagory 1 is those banks with the largest
deposit bases while Catagory 5 is those banks
with the smallest deposit bases.
2. As of December 31, 1974, there are 74 licensed
banks in Hong Kong. However, three of them are
unincorporated banks which are essentially
moneychangers and are therefore excluded from
this analysis.
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2.0 THE BANKING SYSTEM IN HONG KONG
No one can live alone in an isolated society, and banks
are no exception. The policies of a bank are influenced to a
large extent by the environment in which it serves. Therefore,
the banking system of Hong Kong is discussed in this chapter
before proceeding to analyze the lending policies of commercial
banks in the Colony. This chapter consists of three parts: the
banking structure of Hong Kong, factors favourable to the develop-
ment of financial institutions in Hong Kong and the recent deve-
Lopments in the banking system in Hong Kong.
2.1 The Banking Structure of Hong Kong
David Williams (23, p. 171) pointed out that the banking
system of Hong Kong may be characterized as a "mixed banking
system". According to the wide definition given to the word
"bank" in the Banking Ordinance of Hong Kong, it includes some
licensed banks which do not essentially function as commercial
banks. Indeed, the Hong Kong banking system comprises the natures
and characteristics of two extremes: the "unit banking system" as
in the United States and the "branch banking system" (or "Joint
Stock Banks") as in the United Kingdom. Until 1959, very few
banks had branches. However, the practice has changed now. At
the end of December 1974, there were seventy-four licensed banks
with a total number of 630 banking offices (15). This represents
11
a ratio of about one bank office per 7,000 persons of the popula-
tion-- one of the highest ratios in the Far East. Doubtless, the
increase in the number of new branch:^offices indicates prosperity
for the Hong Kong banking industry.
Hong Kong has one of the most extensive frameworks of
banking services in the world. The seventy-four licensed banks
in Hong Kong represent more than fifteen countries. In addition,
there are sixty-nine representative offices of international banks
(15). Thus, Hong Kong is one of the cosmopolitan bank centres
in the world," said Li Fook-wo, Director and Chief Manager of the
Bank of East Asia, Hong Kong (7, p. 43).
There is no central bank in Hong Kong. The Hongkong and
Shanghai Banking Corporation, being the largest bank in the Colony,
performs most of the functions of a central bank. It takes care
of the Government's accounts. It is the principal bank in issu-
ing bank notes. It is the headquarter for cheque clearing and on
occasion acts as the lender of last resort. It supports other
banks in periods of difficulties: for example, Liu Chong Hing
Bank Limited, Hang Seng Bank Limited and Yau Yue Commercial Bank
Limited were given financial support during the bank runs in the
1960's (6, pp. 104-105). The office of the Banking Commission
investigates whether each bank is operating according to banking
regulations. The rest of-the functions of a central bank are
handled by the Financial Secretary of the Hong Kong Government.
At present, the banking business is legally subjected to
the Hong Kong Banking Ordinance of 1967, which was a revision of
12
the Banking Ordinance of 1948 based on the recommendations made
by Mr. H. J. Tomkins1 in 1962.
Hong Kong is one of the few places in the world where only
the Government issues coins while three private commercial banks
issue bank notes. All are British banks: The Chartered Bank,
Mercantile Bank Limited, and the Hongkong and Shanghai Banking
Corporation. The remaining seventy-one banks may be classified
as non-issuing banks.
Three of the seventy-four licensed banks in Hong Kong are
unincorporated and are essentially moneychangers. They are not
subject to the Interest-Rate Agreement of the Exchange Banks'
Association while operating under restricted licences. They are
prohibited from opening branches and are restricted in accepting
overall deposits of more than $2,000,000. Moreover, Wayfoong
Finance Limited, a wholly-owned subsidiary of the Hongkong and
Shanghai Banking Corporation, is the sole finance company that
has a bank licence. In other words, there are seventy clearing
banks in the Colony.
At the end of December 1974, forty licensed banks were
incorporated abroad whereas the remaining thirty-four licensed
banks were incorporated locally. According to the classification
of banks by the Banking Commission, thirty-three are foreign banks,
1Mr. H. J. Tomkins, a representative of the Bank of
England, was invited by the Hong Kong Government's Banking Advisory
Committee to come to the Colony to study the local banking system
in 1962. After the survey, he presented a Report on the Hong
Kong Banking System and Recommendations for the Replacement of the
Banking Ordinance 1948.
twenty-eight are locally incorporated banks and thirteen are
Communist banks under the management of representatives from
Peking. Perhaps, the most public-known classification of banks
is defined according to the size of their deposit bases by the
Interest-Rate Agreement of the Exchange Banks' Association. In
doing so, catagories are arranged in descending order: Catagory 1
is those banks with the largest deposit bases while Catagory 5 is
those banks with the smallest deposit bases. In Catagory one
there are thirty-three banks, some of which are wholly owned by
foreigners and some of which have their majority interests owned
by overseas banks. There are twelve banks in Catagory two, eleven
banks in Catagory three, nine banks in Catagory four and six banks
in Catatory five. A list of the classification of the seventy-
four licensed banks as of December 31, 1974, is shown in Table 2.1.
The last feature of the Hong Kong banking system is that
there is no complete open money market in the Colony. There is
no market for Treasury Bills, Commercial Papers or Commercial Bills.
The banks have a negligible amount of earning assets, possessing
the characteristics of secondary reserves, which are Treasury
Bills of the United Kingdom. In addition, these Treasury Bills
are continually renewed and are in turn treated as an investment
on a long-term basis by the banks. Thus, the inter-bank loan
market is the only source-of providing short-term money to the
banks. This may be one of the possible reasons why Hong Kong




A LIST OF THE CLASSIFICATION OF THE 74 LICENSED BANKS
AS OF DECEMBER 31, 1974.
Banking Exchange Banks'Incorporation
Place CommissionName of Bank Association
Classification Classification Classification
1A FJAlgemene Bank Nederland, N.V.
American. Express International
Banking Corporation F 1A
Bangkok Bank Limited FA 1
Bank Negara Indonesia 1946 A F 1
Bank of America N.T.& S. A. A F 1
Bank of Canton Limited, The L 1L
Bank of India A F 1
Bank of Tokyo Limited, The A F 1
Banque Belge pour l'Etranger S.A. A F 1
Note: A: incorporated abroad banks L: locally incorporated banks
F: foreign banks C: communist banks.
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TABLE 2.1 (Cont'd)
1A FIBanque de 1' Indochine
F 1ABanque Nationale de Paris
Barclays Bank International Limited F 1A
F 1(Chartered Bank, The A
(Chase Manhattan Bank, The A F 1
jDao Heng Bank Limited L Z 1
JEquitable Banking Corporation A F 1
European Asian Bank A F 1
l Far East Bank Limited Z 1L
First National City Bank A F 1
Hang Seng Bank Limited L L 1
Hongkong and Shanghai Banking
Corporation, The T, F 1
India overseas Bank A F 1
International Bank of Commerce A F 1
(Korea Exchange Bank A F 1
IKwong On Bank Limited L L 1
TABLE 2.1 (Cont'd)
Incorporation Banking Exchange Banks'
CommissionPlaceName of Bank Association
Classification Classification Classification
IMercantile Bank Limited A F 1
I National Bank of Pakistan A F 1
Sanwa Bank Limited, The A F 1
Sumitomo Bank Limited, The A F 1
(Underwriters Bank Inc. A F 1
(United Commercial Bank A F 1
lWayfoong Finance Limited L F 1
Wing Hang Bank Limited L L 1
(Bank of China A C 2
Bank of East Asia Limited, The L Z 2
Hang Lung Bank Limited L L 2
Hong Kong Industrial and Commercial
Bank Limited L Z 2
Iwangtung Provincial Bank, The A C 2
LLiu Chong Hing Bank Limited.. L I 2
17
TABLE 2.1 (ContId)
INanyang Commercial Bank Limited L C 2
lOverseas Trust Bank Limited L Z 2
Shanghai Commercial Bank Limited Z L 2
Sin Hua Trust Savings and Commercial
Bank Limited A C 2
(Wing Lung Bank Limited L L 2
Wing On Bank Limited, The L Z 2
(Bank of Communications A C 3
1Chung Khiaw Bank Limited A F 3
Chekiang First Bank Limited L L 3
(Commercial Bank of Hong Kong Limited L L 3
Dah Sing Bank Limited L L 3
IFour Seas Communications Bank limited A F 3
IKa Wah Bank Limited L L
(Malayan Banking Berhad A F 3
Overseas-Chinese Banking







FA 3Overseas Union Bank Limited
FA 3(United Overseas Bank Limited
4CAChina and South Sea Bank Limited., The
kCAChina State Bank Limited
4CLIChiyu Banking Corporation Limited
4LLHongkong Chinese Bank Limited, The
4CAIKincheng Banking Corporation
4CNational Commercial Bank Limited, The A
4L LlUnion Bank of Hong Kong Limited
4United Chinese Bank Limited L L
4CIYien Yieh Commercial Bank Limited A
Hong Kong Metropolitan Bank Limited L Z 5
Hong Nin Savings Bank Limited L L 5
Hua Chiao Commercial Bank Limited CL 5
19
TABLE 2.1 (Cont'd)
Po Sang Bank Limited L C 5
Tai Sang Bank Limited L L 5
Tai Yau Bank Limited L L 5
Chan.Man Cheong Finance Company L L Unincorporated
ILee Shing L L Unincorporated
Ming Tai Finance Company L L Unincorporated
Sources: 1. Bankers, Year Book ( 银 员 年 刋 ) 1973, (Hong Kong: Chinese)
Bankers Club, 1973), pp. B7-B9•
2. Circular, July l, 1974, (Hong Kong: Exchange Banks' Association).
3. Information obtained from the interview with a Senior Banking
Officer of the Banking Commission, Hong Kong.
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2.2 Factors Favourable to the Development of
Financial Institutions in Hong Kong
Hong Kong, with a population of four million, is a British
Colony since 1843 and is a small place located in the south of the
Kwangtung Province of Mainland China. Before 1950 Hong Kong was,
in essence, an entrepot. Since then the role of Hong Kong has
changed because of an industrial boom. The population grew
rapidly too. In this connection, the demand for banking services
increased to facilitate business transactions. As a result, banks
experienced a dynamic growth over the years. Indeed, Hong Kong
possesses some favourable factors for such growth.
Laissez-faire Policy
The advantage of Hong Kong as a financial centre was
always been its laissez-faire policy. There is no control on the
inflow and outflow of goods, regardless of their origin and final
destination. The Government keeps interferences and red tapes to
a minimum. There is no racial discrimination in the establishment
of business concerns in the Colony. As the American Chamber of
Commerce (10, pp. 12-13) revealed, the lack of intervention is the
main factor influencing American firms to set up offices here: for
instance, The First National Boston (Hong Kong) Limited and
Phillips Petroleum Company Asia. The attraction of foreign invest-
ment will eventually lead to the prosperity of financial institu.
tions, especially banks.
Free Exchange Market
Before the World War II, movements of currencies were
21
entirely free from Government control. Since then the Government
conducted partial exchange control in such a way that banks were
divided into two catagories: authorised banks and non-authorised
banks. The authorised banks acted as the authorized agents for
the Exchange Controller and dealt with sterling transactions in
the official exchange market whereas the non-authorised banks
operated without restrictions in the free foreign exchange market
and accepted deposits in foreign currencies (1,& 7, p. 43). On
January 1, 1973, the classification of non-authorised and au-
thorised banks was cancelled. Hong Kong has become a free cur-
rency trading centre where unlimited quantities of any currencies
can be bought or sold by anyone. This unique feature gives Hong
Kong a strength over other Asian centres. The financial institu-
tions in Hong Kong can remit funds in and out of the Colony for
the purposes of financing the whole Asia-Pacific Region.
Low-Tax Structure
Many financial institutions are encouraged to set up their
headquarters in Hong Kong because of its low-tax structure. The
corporate income tax is 15 percent (16.5 percent in the new fiscal
year beginning from April 1, 1975) and the interest withholding
tax is also at the same rate which ranks among the lowest in the
world (14, p. 23).
Geographical Advantages
Hong Kong has the advantage of being centered in the Asia.
Pacific region, with excellent communication with other countries.
and transportation facilities. In addition, its closeness to
22
Mainland China, an unexploited economic giant in the world, will
undoubtedly enhance the importance of Hong Kong as a leading cen-
tre in financing the world trade with China when the trade grows.
The proximity of Hong Kong to the Asian-Dollar Market formed in
Singapore will also help the development of financial institutions
in the Colony.
Furthermore, Hong Kong is'situated in a region where there
is high potential for economic growth and an urgent demand for
capital for its development. Indonesia and the Philippines are
places endowed with abundant natural resources, including minerals
and oil. As shown in Table 2.2 and Table 2.3, the average annual
rate of growth of real gross domestic product (GDP) for the Asia-
Pacific countries was higher than those well-developed countries,
such as the United States, Canada, West Germany and the United
Kingdom in 1960's. Some countries even had an annual growth rate
above 10 percent.
Besides the above-mentioned favourable factors, the drastic
growth in the development of the financial sector of Hong Kong is
due to the strength of the Hong Kong dollar and the political
stability of Hong Kong. Among the financial institutions in Hong
Kong, commercial banks certainly are of overwhelming importance
because nearly all the companies in Hong Kong are dependent on




GROSS DOMESTIC PRODUCT OF SELECTED ASIA-PACIFIC COUNTRIES IN 1960's
1962 1963 1965 1g6611961 19641960 19691959 1967 1968Country
Australia
24318 2727013877 14663 14985 16226 18012 19802 20651(million A$) 3009822772 1
Hong Kong
6480 8225 8962 10346 11729 11944 13138N. A.N. A.(million HK$) 7360 N.A.
India
(billion rupees)+ 141.01 149.58 159.11 182.02 213.24 252.65N.A. 301.5 304.90 N.A.220.04
Indonesia#
429.9420.2 410.8 425.3(billion rupiahs) 441.9 448.3 478.8N.A. 390.2 412.6 508.3
Japan
13618 16231 19890 21713 25648 29632(billion Yen) 4491732748 38217 52944 62611
Korea, Republic of
(billion won) 244.88 691.54 1220.40 1552.47294.04 345.40 484.63 798.20 2022.08219.54 1018.66
Malaysia
6111 6076(million M$) 6336 6742 8337 8500 89115527 7176 7881 9922
New Zealand
2453 2659(million NZ$) 2753 2966 4129 4434 48563240 38373550 3984
24
TABLE 2.2 (Cont'd)
19691967 19681965 19661963 19641962196119601959Country
Philippines
29843 3234812430 13390 14912 15615 19048 21202 23003 25707 28101(million pesos)
Singapore
4779.14237.52O69.8 2162.4 2467.5 2571.6 2906.2 3001.1 3234.5 3459.8 3787.5(million S$)
Taiwan
62566 69867 77004 87280 102366 113196 125883 143258 168433 191017(million NT$) 51749
Thailand
74667 84303 1013751 103224 117307 13061363793 68079(million baht) 50446 53984 58970
Viet-Nam,
Republic of
85.382.8N.A. 9k.5 101.4 115.8 143.4 220.2 344.8 350.7 551.0(million piastres)
Note: *at market prices tat 1960 prices; +at current factor cost
Sources: Department of Economic and Social Affairs, Statistical Yearbook for Asia and
the Far East 1970, (New York: United Nations, 1971).
The data for Hong Kong is from the book:
Robert F. Emery, The Financial Institutions of Southeast Asia, (New York:
Praeger Publishers, Inc., 1970), pp. 94-95.
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TABLE 2.3
AVERAGE ANNUAL RATE OF GROWTH OF REAL
GROSS DOMESTIC PRODUCT AT MARKET PRICES
Country Period GDP per capitalTotal GDP
Australia 1953-60 4.3% 2.0%
5. 2%1960-68 3.2%
-0.2%Indonesia 1960-60 2.2%
Japan 1952-60 8.0% 6.8%
1960-69 10.3% 9.2%
Korea, Republic of 1953-60 2.5%5.2%
1960-69 6.4%9.2%




Taiwan 1950-60 7.60 3.8%
1960-69 10.3% 7.1%
1960-66 2.5%5.3%Viet-Nam, Republic pf
Canada 1950-60 4.o% 1.2%
1960-69 5.5% 3.6%
United Kingdom 1950-60 2.7% 2.3%
196o-68 2.3%3.0%
United States 1950-60 2.9% 1.2%
1960-68 5.1% 3.7%
West Germany 1950-60 6.6%7.7%
1960-69 4.5% 3.4%
Source: Department of Economic and Social Affairs,
Statistical Yearbook 1970, (New York: United
Nations, 1971), pp. 590-592.
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2.3 Recent Developments in the Banking System
in Hong Kong
Attracted by the potential for economic growth of the
Asia-Pacific countries and the favourable climate for the develop-
ment of Hong Kong as a financial centre, many international banks
want to establish themselves in the Colony. Unfortunately, no
new bank licences have been issued due to the objections of the
local banks because of the highly competitive and "over-banked"
structure in Hong Kong. An international bank has no alternative
but to establish a representative office first in the Colony.
Waiting for a suitable moment, they can do the business of a
licensed bank only by acquisition of some or the whole of the
interests of a local bank. Following the acquisition of Far East
Bank Limited by the First National City Bank of the United States
in 1969, many local banks have been invaded by foreign capital in
recent years. Table 2.4 is a list of those local banks with some
foreign ownership. In fact, some local banks are too small and,
too short of funds to compete with large multi-national banks.
In order to survive, local banks need to amalgamate with some
foreign interests.
Perhaps the most recent development in Hong Kong is the
tremendous increase of merchant banks and finance companies. At
present, there are about 2,000 finance companies, out of which
less than 100 are subsidiaries controlled by licensed banks (20).
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TABLE 2.4
A LIST OF THOSE LOCAL BANKS WITH FOREIGN INTERESTS
Percentage of Date of
Name of Foreign BankForeign InterestsName of Local Bank Acquisition
Bank of Canton Limited December, 1971.1Security Pacific Bank Ltd., U.S.A.55%
Chekiang First Bank Limited October, 1962.Dai-Ichi Kangyo Bank Ltd., Japan.30%
20% American International Assurance Co,
IDah Sing Bank Limited December, 1972.N.A.
海 利 有 限 公 司
Dac Heng Bank Limited 51% May, 1970.National and Grindlays Bank, U.K.
Far East Bank Limited 76% June, 1969.First National City Bank, U.S.A.
Hang Seng Bank Limited 51% The Hongkong and Shanghai Banking April, 1965.
Corporation, U.K.
Hong Kong Industrial and 10% Tokai Bank, Japan. April, 1972.
Commercial Bank Limited
Hong Kong Metropolitan 88% Stelux Manufacturing Co. Ltd., H.K. December, 1973.
Bank Limited
Ka Wah Bank Limited 80% Hawaii Thrift and Loans, Hawaii. July, 1970.
Kwong On Bank Limited 55% The Fuji Bank Ltd., Japan. October, 1972.
28
TABLE 2.4 (Cont'd)
Liu Chong Hing Bank Limited 25% Mitsubishi Bank, Japan. October, 1973.





10% Wells Fargo Bank, U.S.A. October, 1969.
wing Hang Bank Limited 51% Irving Trust Co., U.S.A.
January, 1973.
Wing Lung Bank Limited 13.33% The Chartered Bank, U. K,. February, 1973.
Source: Bankers' Monthly ( 银 员 月 刋 ) , January 1974, (Hong Kong: Chinese Bankers Club),
p. 12.
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While the banks will continue to play in a central role
in greasing Hongkong's economic wheels, the outlook is that they
will increasingly be supplemented by more specialised banking
and financial institutions. Having such an excellent economic
infrastructure, it is not impossible for Hong Kong to be the
Switzerland of Asia.
For those interested in the Banking System in Hong Kong,
there are some further suggested references: Banking, Finance
and Investment Review, (Hong Kong: South China Morning Post, 1973).
Wah Kiu Yat Po ( 華 橋 日 報 ) , February 4, 1975. Foreign
Investment in Hong Kong--- Focus, South China Morning Post,
February, 1974.
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3.0 GENERAL CONSIDERATIONS OF
THE LENDING POLICIES
Having arrived at the discussion of the banking system of
Hong Kong, the environment which affects the policies of the banks
in the Colony, we now turn to the topic of the lending policies.
As far as we know, lending is no doubt the core function of com-
mercial banking, and an analysis of the lending policies is the
core content of this study. In terms of policy, there are two
kinds of policies: major policies and operating policies. Major
policies identify the nature of the bank. Operating policies are
guides for decision-making for the accomplishment of the major
policies of the bank. Lending policies are the operating policies
concerning the granting of loans (17, p. 4). This chapter consists
of six parts: general principles in granting loans, formulation
of the lending policies, loans portfolio, maturity policy, interest
policy, and legal environment in bank lending.
3.1 General Principles in Granting Loans
A successful banker is a successful lender. The success
in the operations of loans depends to a large degree on the sound-
ness of lending policies. There are four general principles which
guide the banks in their lending activities so as to increase the
benefits of all without sacrificing anyone's welfare.
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Safety
In addition to the paid-up capital and retained earnings,
deposits are the major and dominant sources of funds of a bank.
At the end of December 1974, 50.07 percent of the banks' funds
came from deposits.1 In other words, deposits are the lifeblood
of a bank, without which, the functions of commercial banks would
be very much limited, or even worse they could not offer any
service at all. Therefore, many of the banks are trying to attract
deposits by any means. In order to achieve this end, banks should
assure depositors that their deposits are kept in good order,
which is basically one of the responsibilities of commercial banks.
Therefore, safety firsttt is the most important principle in
making loans. In offering a loan, the bank should try to minimize
the risk of loss. In this connection, loans should only be granted.
to the right person for the right amount for the right purpose.
Shiftability
Deposits generally consist of three major catagories:
Savings accounts, Current accounts (cheque-book deposits) and Time
deposits (fixed deposits). As usual, savings and current deposits
1This figure was calculated by using the ratio of total
deposits to total liabilities. The source of the deposits and
liabilities was the Hong Kong Monthly Digest of Statistics,
December 1974. The figure is an overall ratio for all the licensed
banks in Hong Kong. However, the percents calculated from the
1973 annual reports of the-leading and public quoted banks in Hong
Kong, such as The Hongkong and Shanghai Banking Corporation, Hang
Seng Bank Limited, The Bank of East Asia Limited, and Overseas
Trust Bank Limited are about 73.8 percent, 83.7 percent, 76 percent,
51.8 percent respectively.
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fluctuate widely. An account with one million dollars can be
withdrawn by one cheque at any time, or an account with only ten
dollars may become a million-dollar account if the holder wins
the first prize lottery. Since banks have an obligation..to meet
depositors, withdrawal demands, they cannot lend out all the
deposits, even if the loan is extremely profitable. Banks run the
risk of encountering the dilemma of profitability vs. liquidity.
If they lend too much, they will not have enough reserves to meet
depositors, demands, on the other hand, if they lend too little,
they are leaving excess money idle and are losing the chance of
earning more revenue. Therefore, they should adjust their loan
portfolio so as to fit the fluctuations in deposits.
Profitability
Banks, like other private business concerns, should earn
appropriate returns for their stockholders and for financing
expansion. They should pursue profit maximization for loans under
the conditions that such loans do not violate the principles of
safety and shiftability.
Social Responsibility
The foregoing three principles are thought of from the
points of view of a bank. However, banks have a social responsi-
bility to provide loans which are beneficial to the society as a
whole---- to improve living standards, to facilitate production
and distribution processes, and to help the community prosper.
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Howard D. Crosser (4, p. 192) emphasized that legitimate credit
may be conceived of as any use of bank credit which will further
the stability or growth of the community, or the economic well
beings of its inhabitants. In short, bank lending should be
carried out in an environment that conforms with the wishes.of
many interested parties.
According to the writer's findings, all the banks in Hong
Kong are operating under the above four principles. Most of them
place special emphasis on safety, which explains why they are
conservative in granting loans.
3.2 Formulation of Lending Policies
When the community in progressing, the demand for loans
from a bank will increase and become more complex at the same
time. At this stage, delegation of authority is unavoidable.
Banks, therefore, should establish lending policies so that the
primary responsibilities for lending rest on the full-time officers
who are'specialists in various fields.
Each of the bankers in the interview said that the lending
policies of his bank are formulated by a loans committee subject
to the desires of the Board of Directors. Such a loans committee,
in general, comprises a group of chief executives and the general
manager of the bank, varying from bank to bank. The Board of
1Howard D. Crosse was a Vice-President of the Federal
Reserve Bank of New York.
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Directors acts as the committee in small banks.1 For those
foreign banks in Hong Kong, the loans committee is working in the
head-office and the decision-making of this committee is influenced
by the recommendations made by the president of the Hong Kong
branch. Very often, the lending policies are actually the habits
and customs practised by the bank for a number of years.
Loan.-policy may be either written or unwritten. Small
and medium-sized banks usually adopt an unwritten policy for the
advantage of being flexible. One banker of a small Chinese bank
said, If we lend all our money according to rules and without
flexibility, then we shall lose a lot of our customers. In
addition, small banks generally have fewer officers and fewer
branches, and the officers can meet together for discussions
during daily operations. In view of the close cooperation, officers
know the lending policies and can easily amend an oral (unwritten)
policy informally.
On the other hand, large banks usually adopt a written
policy. Since large banks have a lot of bankers and many branches
in many countries of the world,' communication and span of control
become a problem. In order to discipline the bankers to work in
the right direction, as prescribed by the bank's nature and object-
ives, written policy can serve well. Only then can the policy be
ISmall banks are referred to as being those banks belong.
ing to Catagory 4 and 5, according to the Interest-Rate Agreement
set by the Exchange Banks' Association. Medium banks are referred
to as being those banks belonging to Catagory 2 and 3. Large
banks are referred to as being Catagory 1 banks. Unless stated
otherwise, this classification is used hereafter.
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clearly and uniformly understood by the lending officers who are
responsible for the approval and granting of loans.
Policies may have to be changed or modified, so that the
operations of the bank can adopt to the environment in which it
serves. In light of the ever-changing conditions in the community,
there is no fixed period for-their policy revision. Whenever
there is a change, the policies are also re-evaluated. In general,
lending policies are reviewed and revised at least once a year.
Whenever there is a change in the lending policies, regardless of
whether written or unwritten, particulars of the amendments are
explained in the form of memorandums or circulars which are sent
to all the lending officers who have responsibility for carrying
out the credit function of the bank, for their future reference.-.
professor Reed1 (18, pp. 197-206) cited a number of signi-
ficant items that should be included in a loan policy, such as:
1. Size of loan portfolio
2. Types of loan to be made
3. Maturities
4. Interest rates
5. Acceptable security and credit worthiness
6. Delegation of lending authority
7. Loan territory
8. Syndication of.loans
'`Edward W. Reed was a Professor of Finance and Head of
the Department of Finance and Business Economics, School of
Business Administration, University of Oregon, U.S.A.
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9. Loan commitments (credit lines)
10. Compensating balances
11. Annual clean-up
The first six items are explained in detail in the follow-
ing sections in this chapter as well as in the next chapter. We
shall have a quick look at the remaining five items as follows.
For loan territory policy, no doubt banks expect to have more
business loans in the branches located in commercial and indus-
trial areas and expect to have more house-purchase instalment
loans and hire-purchases in branches located in residential areas.
In Hong Kong, there are only a few large banks participating in
the syndication of loans. Most of the banks will reject the
customers' loan application if the amount of such a loan exceeds
the legal lending limit of the bank. Lines of credit are granted
depending mainly upon the amount of collateral secured by the
banks and the credit-standing of the clients. Borrowers are
permitted to use all the borrowed money and do not need to main-
tain a certain percentage of the loan in their deposit accounts
in the lending bank. There is also no such practice of requiring
the borrowers to liquidate their indebtedness at least once a year.
The repayment of loans depends on the terms agreed.
3.3 Loan Portfolio
The determination of the size of the loan portfolio is
the task of bank management, which needs to appraise its own will-
ingness and ability to meet loan demands. There are several
factors affecting the size of loan portfolio.
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Liquidity
Professor Robinson's schedule of priorities (19, pp. 13-
17) suggested that after appropriating sufficient funds for primary
reserves and secondary reserves to the liquidity requirement, the
remaining funds can be used for loans. In the case of Hong Kong,
the legal reserve requirement is 25 percent of the total deposits
of a bank. In other words, the maximum size of a loan portfolio
is 75 percent of the total deposits of the bank.
Ca ital
As stated in Chapter 1.0, the capital funds of a bank
are the buffer for absorbing losses. Certainly, a small bank
cannot have a large loan portfolio because of its small amount of
capital. Even though there is no specific ratio of loans to
capital, loans amounting to more than ten times the amount of
capital cannot be viewed as a sound lending policy.
Deposits
Following the principle of shiftability mentioned in sect-
ion 3.1, a loan portfolio should be fitted to the deposits fluctu-
ation pattern. If most of the bank's deposits are savings and
current account deposits, then the bank should put more short-term
loans and advances in its loan portfolio. Otherwise, the bank
cannot meet its depositors' withdrawals.
Economic Conditions
There are ups and downs when doing business. Such fluctu-
ations may occur either in one industry only or in the community
as a whole. Loans demands tend to increase in periods of economic
boom and decline in periods of recession. For example, loans to
brokers and individuals increased sharply in Hong Kong during
1971 to 1973 when there was a stock boom.
As a summary, given that the bank has fulfilled the
requirements of the above four factors, it should grant all the
sound loans it can. One banker said that, in general, the optimal
size of a loan portfolio is up to a maximum of sixty-five to
seventy percent of the total deposits of the bank. American banks-
are subject to the Federal Reserve Bank Regulations as well. One
lending officer of an American bank in Hong Kong said that Federal
Reserve Bank Regulations had limited the bank's ability to grant
credits to any one company in excess, at any given time, of 10
percent of the total loan portfolio of the bank. However, all the
bankers interviewed are of the opinion that there is no specified
upper limit for each kind of loan within the portfolio. They can
lend more for one type of loan (for example, mortgage loans) than
for another type (for example, hire-purchase). It all depends on
the specialization in the field and the available outlets for
funds and the prospects of the different industries. Actually,
the bankers know that they can minimize the risk by diversification
of loans. They would:.not be so foolish as to 'tput all their eggs
into one basket.
3.4 Maturity Policy
Bank loans may be classified, according to the period of
maturity of the loan contracts, into three types: short-term,
intermediate-term and long-term loans. Short-term loans are
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usually defined as those which become mature within one year.
Intermediate-term loans (term loans) are those which become mature
in a period of one year to five years. Long-term loans are those
which become mature after a period of five years or more.
Traditionally, commercial banks are fond of granting loans
on short-term basis. First of all, short-term loans are felt to
be more suitable in adjusting the liquidity position of the banks.
Predictions for the near future are much easier than for a distant
future, so risk can be reduced. As short-term credits turn over
rapidly, the banks can accomodate a greater number of customers.
More importantly, short-term loans generally are believed to be
self-liquidating in nature. Self-liquidating loans would
generate their own repayment in a very short time. For instance,
a manufacturer uses the proceeds of credits obtained from a bank
to purchase raw materials and to pay workers' wages and other
expenses for the production of goods. After the goods have been
finished and are sold, then the manufacturer can use the proceeds
to repay his outstanding loans. For self-liquidating loans, as
the name implies, the source of repayment is revenues (even profits)
from sales of goods.
Although there has been some changes in recent years in
the policy that banks have been willing to extend term loans, most
of the commercial banks in Hong Kong commit themselves to extend-
ing credits not longer than five to seven years. Some of them
even do only short-term loans business, such as offering banking
facilities. Term loans with longer maturity (such as mortgage
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loans) are all done by the bank's wholly-owned subsidiary finance
company. Under such circumstances, the finance company supple-
ments the lending function of a bank.
Since commercial banks in Hong Kong prefer short-term
loans to long-term loans, all of them follow the practice of
recording long-term loans on a short-term basis but with the
implied expectation of repeated periodic renewals. The reason
for such practice is that the banks can cut the line of credit
of those customers once they find that the credit worthiness of
those particular clients has deteriorated. Hence, the banks can
reduce the risk of losses.
However, the recording of long-term loans on short-term
basis but with implied expectation of repeated periodic renewals
is a dangerous practice. In fact, it is not a sound lending
policy. This practice is harmful to the bank since the banks
have only protective provisions for loans, which are essentially
long-term in nature, on short-term basis. This practice is also
harmful to the borrowers for they cannot make long-term financial
planning when the maturity of their loans is vague and ambiguous.
This practice may be one of the reasons for supporting the criti-
cism that Hong Kong businessmen fail to do long-term planning.1
Under this practice, if the borrowers are unable to repay the loans
on date of maturity, it is unwise to blame the borrowers. The
lone of the weaknesses of Hong Kong businessmen is their
lack of long-term planning. This was cited by Dr. S. Y. Chung
in his presentation of the paper: Management Styles of Hong Kong
-- Their Strengths and Weaknesses at the Annual Conference 197
of the Hong Kong Management Association on November 28, 1974.
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blame lies in the misjudgment of the lending officers in the
beginning when they grant the loans. In short, a good loan policy
should grant maturity in such a way that the borrowers can reason-
ably meet.
3.5 Interest Policy
Interest charged on loans is the major source of revenue
of commercial banks, and heavy interest charges are the burdens
of borrowers. Although the interest rate is not the sole factor
to influence the decision of a borrower to borrow, commercial
banks in Hong Kong have to try to charge more or less the same
interest rates, as the banking industry is highly competitive.
Therefore, interest policy is one of the essential items included
in the lending policies of a bank.
The range of interest rates which a bank may charge for
various kinds of loans is influenced by several factors:
The Cost of Lending
The cost of lending serves as a "floor" for the determina-
tion of interest rates. Generally, the cost of lending constitutes:
1) the cost of funds loaned, 2) the cost of servicing the loans,
and 3) the cost of probable losses (4, p. 205 & 19, p. 205).
The major source of funds of all the locally-incorporated
banks, regardless of their size, is deposits. Deposits may be as
high as 80 percent of the total amount of funds in a bank. Thus,
the cost of funds loaned are actually the implicit cost of attract-
ing deposits.
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Foreign-incorporated banks are less competitive in attract-
ing deposits than local-incorporated banks. A substantial amount
of the funds loaned comes from the inter-bank call-loan market in
Hong Kong and the borrowing of Euro-Dollars or Asian-Dollars.
Thus, the cost of funds of foreign banks is generally higher than
that of local banks.
The cost of servicing the loans includes salaries for per-
sonnel working in the loans department and the credit department,
the cost of handling the loan accounts, and even the cost of
collection.
In view of the fact that future affairs are uncertain, the
financial strength of borrowers may deteriorate and the la ns out-
standing may not be repaid. Such contingent bad-debts are, in
essence, the cost of losses of the bank. In general, the longer
the term, the greater is the risk involved. Thus, the interest
rates for long-term loans are higher than those for short-term
credits.
Interest rates generally are set at a sufficiently high
amount with a view to cover all the cost of lending and a reason-
able margin of profit.
Market Conditions
As Hong Kong becomes an internationalized financial centre,
its interest structure may be influenced by the prevailing level
of rates in foreign countries, such as the United States, the
United Kingdom and Singapore. When the interest rate in foreign
countries are very much higher than that in Hong Kong, according
to the theory of interest parity, there is a tendency to borrow
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money from banks operating in the Colony and then deposit it
abroad, or vice versa. In order to place Hong Kong in a competi-
tive position, interest rates in Hong Kong should therefore catch
up with the movements in other countries.
To view Hong Kong in a closed sense, that is, external
international factors are excluded from this consideration,
interest rates are determined by the theory of demand for and
supply of money in economics. When funds are plentiful (funds
available for use exceed demands), rates generally tend to decline
so as to attract marginal customers to borrow. On the other hand,
when funds are scarce (demand exceeds funds available for use),
rates generally tend to rise in order to force marginal customers
out of the market and to accomodate those who have productive uses
and can utilize the funds profitably.
Prime Rate
Prime rate is the best lending rate that can only be
obtained by those A grade business concerns-- excellent credit-
worthiness and large volume of profitable trading transactions.
In Hong Kong, the prime rate is jointly determined by
The Hongkong and Shanghai Banking Corporation and The Chartered
Bank. It varies according to economic movements in Hong Kong.
Actually very few companies benefit by the prime rate in the Colony.
Commercial banks are willing to give the prime rate to those who
require loans for overseas trading (that is, financing imports and




PRIME RATE AND INTER-BANK LENDING RATE
FOR THE PERIOD FROM 1965 TO 1974
Inter-bankPrime
lending raterate
(% per annum) (% per annum)Year
1965
1966








Source: Hong Kong, Census and Statistics Department,
Hong Kong Monthly Digest of Statistics,
January, 1970- December, 1974.
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Meanwhile, one should be clear about the distinction
between the prime rate and the inter-bank lending rate. The
latter fluctuates from day to day while the former generally
remains stable for a certain period of time. The inter-bank lend-
ing rate depends to a large extent upon the cash positions of
banks. The more loan demands from the public, the tighter the
cash positions of banks, and hence the inter-bank lending rate
will be bid up.
Having determined the prime rate, interest charges vary
according to type of loan and from bank to bank. If a bank spe-
cialized in a particular kind of loan, then the interest rate on
that particular type of loan is lower than that offered in the
market. Generally speaking, they are two to four percent above
prime rate. The common types of loans are listed below together
with the range of interest rates as of December 31, 1974 in the
parenthesis (21).
Loans for overseas
(g- 11 percent per annum)trading
Loans pledged against
(11- 12 percent per annum)shares
Mortgage loans (12- 14 percent per annum)
Business overdrafts and
Banking facilities (10- 12 percent per annum)
Personal loans (15- 17 percent per annum)
3.6 Legal Environment in Bank Lending
So far, we have discussed some general considerations of
lending policies of commercial banks in Hong Kong. No matter what
the polic is, it cannot be carried out in violation of the law.
In Hong Kong banks are regulated by the Banking ordinance, 1967
edition, a part of which concerns the limitations on loan opera-
tions (11, Part V, Section 19A, 22-25).
Advance against Security of Own Shares
"A bank shall not grant any advance, loan or credit faci-
lity against the security of its own shares. The purpose of this
issue is to eliminate the misuse of depositors, funds of the bank.
Limitation on total of Advance to One Person, Firm etc.
"A bank shall not grant or permit to be outstanding to any
one person, firm or any group of companies to an aggregate amount
of loans, advances in excess of twenty-five percent of the paid-up
capital and reserves of the bank. The purpose of this issue is
to require the banks to diversify its loan portfolio so as to
m
accomodate the needs of more customers rather than to limit the
bank's resources to a few "bigff" clients or the acquaintances of
the bank's top management staff.
Limitation on Advances to Directors, etc.
"A bank shall not grant any facility to the directors, or
his relatives, of the bank, to an aggregate amount in excess of
twenty-five percent of the paid-up capital and reserves of the
bank. This issue serves to prohibit the mis-appropriation of
funds by directors' manipulations.
Limitation on Advances to Employees
"A bank shall not grant any one of its employees unsecured
credit facilities to an aggregate amount in excess of one year's
salary for such employee. This issue serves to add protective
46
47
provision for a bank's loans.
Provision for Bad Debts
Every bank shall maintain a provision for its doubtful
accounts and bad debts, if any, and make sure that before any.
profit and loss is declared, such provision is adequate. This
issue serves to protect the deposits in good faith of its depo-
sitors.
However, the word adequate is questionable since there
is no concrete explanation of this word. In general practice,
the provision for bad debts in a bank is derived from the compro-
mise between three parties: the bank itself, the external auditor,
and the inspector of the Banking Commission of Hong Kong.
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4.0 THEORY AND PRACTICE OF LENDING POLICIES
A loan is "sound" only if it is granted after careful
screening processes, analysis, and good follow-up processes are
made. The follow-up process, which is an operating process of
keeping the loan accounts, is not the subject matter of this
study. A careful screening policy and analysis enable the bank
to reduce the possibility of problem loans. A good collection
policy enables the bank to minimize not only the losses of bad
debts but also the unnecessary embarrassments between the clients
and the bank. The main purpose of this chapter is to investigate
the screening policy and collection policy of commercial banks in
Hong Kong and compare them with theories. There are six parts in
this chapter, namely: factors considered in lending, delegation
of authority and the organization, credit analysis policy, se-
curity policy, handling of problem loans, and types of loans.
4.1 Factors Considered in Lending
According to an old saying, Precaution is better than
remedy, banker have to scrutinize several factors before making
decisions on whether or not to accept a loan application. Gen-
erally speaking, the factors that should be considered are the
so-called 3P'ts-- Purpose, Payment and Protection- and the so-
called 3C's-- Character, Capacity and Capital. The 3P's are




When the banker receives an application form, the first
thing he has to do is to ask the client about his purpose for the
loan. If his purpose is solid, it means that he has considered
carefully how to use the loan funds and the possibility of non-
repayment is low. In short, the borrowing must be for a purpose
of real benefit to the borrower. It is no service at all if it
solves the customer's difficulty at present and creates certain
greater embarrassments in the future when the time to repay the
loan is due.
Sound lending policy should ration its credits..to finance
productive rather than speculative activities. Since the bank's
source of funds is limited, it may not be able to accomodate the
needs for productive and positive purposes if it has granted loans
for some unsolid purposes. In this connection, the development
of the community will be hindered.
Some bankers said that it is difficult to judge whether
the purpose is justified or not. For instance, the borrower may
apply for a loan for the purpose of purchasing machinery to im-
prove productivity, but the funds are instead used to buy shares.
The bankers, nevertheless, should make their own judgments based
on their experience and knowidege. For example, a plastic toy
manufacturer applying for a loan to buy cotton fabric is not of
sound purpose.
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James H. Clemens1 cited, based on his experience, many
generally approved borrowing purposes, such as financing working
capital, and generally unacceptable borrowing purposes, such as
over-extension, as shown in Table 4.1 and Table 4.2.
Payment
Sound loan policy should relate the terms of repayment
to the form and nature of the transactions financing, so that the
loans can be returned to the bank as anticipated and scheduled.
In addition, sound loan policy emphasizes the repayment of loans
by the anticipated income or profit of the borrower rather than
by the liquidation of collateral.
Protection
As what will happen in the future is an uncertainty, com-
mercial banks should find various ways to protect, at least, their
loan principal in order to carry out their responsibilities to
their depositors as well as their shareholders. Usually, the main
function of a bank is to finance business concerns but not to
become an owner of the borrowing enterprise. Therefore, asking
for collateral when granting loans is a common protective means
practised by commercial banks.
In summary, banks should ask their customers three ques-
tions so as to determine whether or not the money should be lent.
Why is the money needed? When and how is it to be repaid? What
is the security to be?
1James H. Clemens is an Associate Member of The Institute
of Chartered Secretaries and Administrators (ACTS), and an
Associate Member of The Institute of Bankers (AIB).
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TABLE 4.1
GENERALLY APPROVED BORROWING PURPOSES
Typeof Borrower
KIND OF IndustryPrivate Professional TradeBORROWING Production,Rcnticrs: fee or Buying and Construction,salary earners Selling Processing,etc.
A. Normal TAXATIONRectruePurposes
(Quick repayment including sur-tax including (for companies)
expcczed from in- and estate duty profits tax
comc, trading re-
turns or assured' School fees Payment of dividends' (in
spccialreceipts) soccialcases)
B. Exceptional Repainting house
RevenuePurposes Dry rot in house
(Quick repayment Major surgical ex-
assuredasin Aabove) penses
C. Temporary Very short antici- Seasonal stocks
WorkingCapital pation of end of Advance buying of normal
(Self-liquidating month salary, as- stocks likely to be in short
advances free from sured bonus, a supply
the risk of lock-up) large annual divi- Temporary high stock and




To expandturnover free from
risks of over-trading
D. Capital Alterations and extensions ofCar purchaseEiperditure House building or buildings(only if satisfactory Purcnascand erection of newpurchase
quick repaymentis buildings
assured as in A Extension into newlines and




1Assuredspecial receipts include: maturing Iife policies or investments
mortgagesor long-term finance already arranged elsewhere legacies ascer-
tained but awaiting paymentand, for companies,newcapital or debenture
issues. Bankfinance in anticipation of suchassuredspecial receipts is known
as 'Bridging Finance'.
2It will be realized that profits arc not alwaysimmediatelyrealized in cash
and provided the position promisesearly unwinding, a bank advanceto paya dividendis legitimate.
Source: James H. Clemens, Bank Lending,
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Source: James H. Clemens, Bank Lending,
(London: Europa Publications Limited,
1963), p. 59.
4.2 Delegation of Authority
and the Organization
Banks may include in their loan policy the lending au-
thority of the various lending officers. Some may be given the
authority to make loans involving small amounts while others may
be permitted to lend much larger amounts. The limit of authority
given to each banker depends on his rank position in the bank and
his experience as well as education. When the officer faces a
loan application for an amount in excess of his lending limit
(for example, $30,000 as in Figure 4.1), then the request should
be submitted to and asked for approval by another senior officer
who has the authority to make the decision (for example, the
assistant manager with loan authority for funds amounting to
$25,000- $35,000).
The delegation of loan authority to the lending officers
helps to improve the relationship between the clients and the
officers. In this connection, the officer can make judgment on
loan requests within his authority limit. Hence, the customer can
very soon know whether his loan requests are accepted or not.
Although the officers can grant loans within their authority limit,
they must submit a recommendation report for every loan applica-
tion.to the loans committee for filing.
Some of the foreign banks have set up a regional head-
quarter in the Asian-Pacific Area. When the loan amount is so
large that it exceeds the limit of authority of the president of
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Note: All the figures for the illustration of lending
limits are disguised.
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to the president of Asian-Pacific region headquarter for his
approval.
In large banks there is generally a functional organiza
tion of lending. The lending function is separated from the
credit analysis and the credit information functions. The lending
officers have to make personal contacts with the borrowers. They
receive applications for loans, interview the borrowers and decide
whether their requests should be accepted or not. They may re-
ceive recommendations from the Credit Analysis Department and
credit information about the clients from the Credit Information
Department. In banks where the lending function is more specified,
lending officers are placed in different functional lines about
which they have special knowledge, such as textiles financing,
electronics financing, and shipping financing. Small and medium
banks have only a few lending officers and each of them takes care
of all the lending processes of individual applications.
4.3 Credit Analysis Policy
As said previously, security and profitability are the
two important principles in granting loans. Lending is most pro-
fitable but it is also most risky. Lending is a present affair
while repayment is a future affair which is an uncertainty. The
objective of credit analysis,' therefore, is to determine the
capacity of an applicant to borrow by analyzing the past and
present credit standing of the borrower, and to forecast the
ability and willingness of the borrower to repay the loan in
accordance with the terms of the loan contract.
In large banks the functions of credit analysis is divided
into two parts: Credit Information Department and Credit Analysis
Department. The former deals with the collection of credit in-
formation for credit evaluation and the filing of information for
future references. The latter is concerned with the preparation
and analysis of the information collected and making the recom-
mendations to the lending officers. One U.S. bank president
claimed !!that in a bank with more than one million dollars of
business loans, the credit department should be important enough
to justify the use of an experienced officer as the full-time
department head (13, p. 76). Actually, the Credit Analysis
Department is the training ground for future lending officers.
In small and medium banks the lending officers do the credit
analysis themselves based on the information available.
Factors Considered in Credit Analysis
Factors considered in every credit analysis are the so-
called 3C's--- Character, Capacity and Capital.
1. Character
A picture of the character of a borrower can be built up
by considering his human qualities one by one: honesty, frankness,
acumen, reasonableness, capability, health and temperament (3,
pp. 65-71). Indeed, the character of the borrower is the most
important factor to influence his willingness to repay the loan in
accordance with the terms of the loan contract. Someone may have
the habit of postponing repayment of obligations even if he posses-
ses a lot of available money. The best way to measure the character
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of a borrower is to check his past records. "Confidence in the
man is the first essential, and one can lend happily to one man
without security, whilst feeling uncomfortable about lending to
another, however, much security he produces (5, p. 93).
2. Capacity
This refers to the legal authority of a loan applicant to
borrow. In general, minors, who are under the age of twenty-one,
are not permitted to borrow. Non-trading partnerships (such as
accounting firms, lawyers, etc.) do not have authority to borrow.
The authority of a trading partnership or a corporation must be
expressed in the articles of association.
From another point of view, capacity refers to the bor-
rowers' ability to create income or profits. In so doing, the
banker should check the stability of employment of the person and
the available capacity for expansion to meet the sales demand.
3. Capital
This refers to the financial strength of the borrower.
The banker can check the capital from the Balance Sheet of the
borrower, and thereby find out whether or not the borrower is
highly dependent on debt financing. Although it is profitable
for a company to have a moderate degree of financial leverage,
however, it is very dangerous for a company to be over-leveraged.
Sources of Credit Information
The most reliable source of credit information of a bor-
rower is from the bank's own records. Every bank sets up a se-
parate credit file for each borrower. Records of past payment
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and the returned cheque record are good indications of the credit
standing of the borrower. If the borrower's deposit account has
been stagnant for a long time, it is an indication that there may
be some troubles in the applicant's business.
Besides the internal records of the bank, bankers usually
try external sources. The most common practice in Hong Kong is
the inter-bank correspondence. Other sources are interviews with
the applicant, visits to the borrower's factory/company and place
of business, trade checking, and file checking from records in
the office of Commercial Registries.
Techniques of Credit Analysis
In small and medium-size banks the lending officers usually
judge the soundness of the loan based on the details available from
the credit information form kept in the borrower's credit file.
Very often, the lending officers grant loans to those who are
their friends or the relatives of the directors. It has been
said that such an analysis is done and stored in the bankers' own
brains. The reason for such a practice is that most of their
borrowers are small and medium-size enterprises which usually do
not have systematic accounting records. Hence, the financial
statements of such borrowers are not as reliable as those of large
corporations.
In large banks, especially American banks, audited finan-
cial statements of the last three years are the prerequisite for
companies to obtain loans. For individuals, the lending officers
analyze the soundness of the loan base on the information filled
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in by the borrower in his own Personal Net Worth Statement, as
shown in Figure 4.2.
Generally, the credit analysts transfer the data in the
financial statements supplied by the borrower into a standardized
form set by the bank, called Spread Sheet, as shown in Figure
4.3. Then the credit analysts apply the Evaluation Method, Ratio
Analysis, and Cash Flow Budgets to the analysis.1 In this way,
they can determine,
1. The soundness and importance of each item in contributing to
the income-creating ability of the business.
2. The solvency of the business enterprises based on the data in
the financial statements and the forecast of future solvency.
3. The soundness of certain ratios-- such as current ratio, quick
ratio, accounts receivable turnover, inventory turnover, and
debt to equity ratio-- by comparing them with the performance
of other competitive firms or the industry average index.
4. The soundness of the loan borrowed in the sense that whether
it is productive or not in profit-generating to the borrower.
The large banks emphasize the financial statements analy-
sis because it can provide objective evidences and,records`for
1For those interested in these analytical techniques,
please refer to: Edward W. Reed, Commercial Bank Management,
(New York: Harper & Row, 1964) Chapter 9 & 10. Roland I. Robinson,
The Management of Bank Funds, (2nd ed. New York: McGraw-Hill Book
Company, Inc., 1962 Chapter 9. John N. Myer, Financial Statement
Analysis, (4th ed. Englewood Cliffs, N.J.: Prentice-Hall, Inc.,
1969) Chapters 7-16.
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granting such loans. In addition, the credit information of the
customer can be clearly understood by the succession of lending
officers. More importantly, large banks are able to do such
analysis because most of their customers are well-established
corporations with good accounting systems for recording, analyzing
and budgeting purposes.
4.4 Security Policy
This section is highly related to the preceeding section.
The small and medium-size banks, which lay less emphasis on the
financial statements analysis, are very conscious about collateral.
They seldom grant unsecured loans and advances. Some do not even
consider the loan request at all if there are no assets secured
against the loan. The main objective for requiring securities is
to reduce the bank's risk of loss in the event that the borrower
is unwilling or unable to repay the loan at maturity. In other
words, securities help the bank to have prior claims over other
creditors on the assets upon liquidation. Actually, no banker
wants to repay the outstanding loan by realization of the borrower's
pledged assets. In large banks, especially American banks, the
bankers think that, given the financial statements showing the
soundness of the credit worthiness of the borrower, unsecured
loans may also be granted because asset protection is of less
importance when the decision is made on a sound cash-flow basis.
Acceptable Securities
Securities for loans may be in the form of current assets,
fixed assets or claims on properties. In general, there are four
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conditions for good collateral:
1. Marketability-- A good collateral should possess the quality
of ease for sale in an available market.
2. Imperishability-- A good collateral should be easily kept and
should last for a very long time.
3. Price'stability-- A good collateral should be of little price
fluctuation.
4. Distinguishability-- A good collateral should be easily dis-
tinguishable from false substitutes.
The six generally accepted securities in Hong Kong are
list below, in order of popularity, with the loan limit in paren-
thesis.
Shares (40- 60 percent of market value)
Buildings (50- 70 percent of appraised value)
Fixed deposit receipts (90- 100 percent of face value)
Machinery (50- 75 percent of invoice or market value)
Merchandise (50- 70 percent of invoice or market value)
Gold and jewellery (60- 80 percent of market value)
Shares are only acceptable for publicly-quoted stocks.
They may be even restricted to blue chips, the stocks used for
compiling the Hang Seng Index. Shares are the most common type
of collateral because they can change hands easily in the stock
exchanges and their market prices are daily fully disclosed. Thus,
shares can fulfill the principle of safety and marketability.
Buildings are the second common type of collateral, even
though they are not so marketable, especially in a recession. How-
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ever, one banker said that the conditions are different in Hong
Kong. As the population grows and the shortage of land becomes
more intense, the ever-increasing demand for buildings raises the
market price steadily.
Banks are most willing to grant credit facilities against
fixed deposit receipts because such loans are riskless in the
sense that such loans can be definitely collectible. According
to the regulations of the Exchange Banks' Association, interest
rate charged on such loans should be at least 0.5 percent above
the interest rates paid for the undue fixed deposits.1
Machinery is less acceptable in view of the fact that
machinery usually is adaptable to fashion and is designed for a
specific purpose. Thus, the marketability of machinery is not
so good.
Merchandise is also less acceptable because it is usually
subject to seasonal fluctuations. In addition, banks usually
finance the purchases of raw materials and sales of finished goods
by means of Trust Receipt and Packing Loans. Therefore, it is not
a common practice to obtain loans secured by merchandise.
Gold and jewellery are least acceptable because it is
difficult to distinguish the genuine from the false.
Lastly, one should notice that the signature of a guarantee
is treated as unsecured." The reason is that the wealth of an
1The author obtained this information when he attended
the Seminar in Bank Advances organized by the Hong Kong Centre
of The Institute of Bankers, London, on December 11, 1974.
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individual may deteriorate over-night. A well-established business
enterprise may declare bankruptcy at the time it is obliged to
make the payment of the contingent debts. Therefore, there is
actually no tangible protection for the bank loans from the point
of view of a bank.
Forms of Secured Loans
There are three forms of secured loans: pledge for cur-
rent assets, such as shares, fixed deposit receipts, merchandise,
gold and jewellery mortgage for fixed assets, such as buildings
and lands and debenture for machinery and other assets.
In the form of pledge, the pledgee (bank) possesses the
collateral while the pledgor (borrower) still remains as the owner.
The pledgee has the right to dispose of the properties if the
pledgor is unable to repay the loan when it becomes due.
In the form of a mortgage, the mortgagor (borrower) assigns
the ownership of the fixed assets to the mortgagee (bank) through
solicitors while the mortgagor still possesses and uses the pro-
perties. This is called Legal Mortgage.'' If the mortgagor
delivers all the agreements of the fixed assets to the bank with-
out any legal assignment procedures, then this is called Equitable
Mortgage.
In the form of debenture, the borrower obtains loans by
giving the right to claim an ascertain and specific item of equip-
ment or machinery of his company to the bank. This is called
Specific Charge. tt If the bank has the right to claim any other
assets of the borrower, at any time, in addition to the already
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secured equipment, then this is called Floating Charge.
4.5 Handling of Problem Loans
The collection policy has a great influence on the sound-
ness of the bank's lending. A strict policy will eventually kick
the good and old-established customers out from the bank to'its
competitors. To make matters worse, a strict policy may have an
adverse influence on the bank's reputation and its public rela-
tions. On the contrary, a lenient policy will attract many mar-
ginal clients of questionable credit worthiness.
The slow repayment of loans that do not meet the terms
scheduled and the borrower's request for an extension of the ma-
turity date are indicators of a problem loan. Three alternatives
can be employed in handling problem loans.
Speed-up Collection
At the very beginning when the inability of a customer to
repay his loan is discovered, the banker has to be patient while
urging the borrowers to repay the loans. The bank will send
reminders again and again to collect the outstanding loans.
Work-out
This is a process of working with the borrower until the
loan is repaid, in part or in full, instead of relying on legal
means to enforce collection. Such a process is only adopted by
large banks. The bank may,give financial advice to the borrower
with a view to improve his ability to make profits. In many cases,
the inability of the borrower to repay his indebtedness is only
temporary owing to some unexpected and uncontrollable catastrophies,
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such as the loss caused by a shipwrech or a strike. On occasion,
a bank provides additional financial support to the borrower hop-
ing that he can recover and repay all the liabilities later.
Liquidation
This is a process of forcing the borrower to comply with
the terms of the loan contract and enforcing and exhausting every
legal means to accomplish this objective, such as foreclosure.
In summary, whenever a banker confronts the problem of
choosing an appropriate alternative for collection, he must con-
sider several factors: the cost involved in such a collection,
the character of the borrower, the financial strength of the bor-
rower and his ability to repay later, the value of the borrower
to the bank, and whether it will influence the reputation of the
bank or not.
When a loan is believed to be uncollectible, then it is
written off as a bad debt. There are no comprehensive statistics
available for problem loans and loan losses in the Colony. How-
ever, it is obvious that bad debts rates vary in different types
of loans. Losses in consumer loans are usually greater than those
in real estate loans. The reason is that consumer goods (such as
automobiles, television sets, refrigerators and washing machines)
are not daily necessities while housing is a necessity. One
Senior Banking Officer said that five percent of the total amount
of the loans of a bank is the universal implied maximum limit for
bad debts. Fortunately, none of the banks has so far experienced
such a high bad debt rate in Hong Kong.
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4.6 Types of Loans
Loans and advances may be classified by means of their
periods of maturity, types of borrowers, methods of repayment,
forms of securities, purposes and origins of the loans. They may
be classified as short-term loans, intermediate-term loans and
long-term loans. They may also be divided into business loans,
consumer loans and agricultural loans. They may be either lump-
sum loans or instalment loans either secured loans or unsecured
loans either working capital loans or expansion loans. They may
be grouped as direct lendings or indirectJlendings. The classifi-
cations mentioned above are for analysis purposes and they are
not mutually exclusive.
For the sake of the analysis in this thesis, loans and
advances are classified as: overdrafts, loans, bills discounted,
hire-purchase, and loans for overseas trading.
An overdraft is an agreement between the bank and the bor-
rower, by which the borrower is permitted to draw cheques, after
all the money in his account is paid out, within. an agreed amount
within a certain period. The borrower is also permitted to repay
the amount overdrawn, in full or in part, at any time. Interest
is charged on the outstanding overdrawn balance on a daily basis.
Although the maturity of an overdraft is flexible, it is usually
short-term-- the overdraft being outstanding for a period not
exceeding one year.
On the other hand, the maturity of a loan is fixed and
usually is much longer, ranging from several months to five or
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ten years. Interest is charged on the whole contractual amount
for the whole period regardless of whether it is used or not.
The discounting of bills is another method of obtaining
finance. The drawer obtains funds by transferring the right of
claims on the draft to the bank, The net proceeds the drawer
received is the draft amount deducted by the interest for the
period from the day of discount to the day of maturity. Upon
maturity, the bank receives the draft amount from the drawee (the
acceptor). If the drawee is unable to pay the indebtedness when
it becomes due, then the bank will have recourse to ask the drawer
(borrower) to pays: the obligation. Therefore, bills discounted
actually involve three parties: the drawer of the draft, the drawee
and the bank. The bills discounted may be clean bills or docu-
mentary bills. As the name implies, clean bills consist of only
the draft while documentary bills consist of the whole set of
documents with the bills of exchange. Documentary bills may be
either D/A bills (Documents against Acceptance), or D/P bills
(Documents against Payments) or bills attached to a Letter of
Credit.
Hire-purchase is a kind of instalment loan which introduces
the concept of buy now, pay later. Under this arrangement, the
hirer (borrower) hires the properties from the hiree (bank). The
ownership of the properties belongs to the bank, until the obli-
gation is fully paid by the borrower. Hire-purchase may be either
on a with recourse!' basis or on a without recourse basis. Hire-
purchase may be directly made from the bank to the hirer, or in-
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directly made from the bank through the dealer to the hirer. In
Hong Kong, the common.bank practice is indirect lending to the
hirer on a "with recourse" basis to the dealer,
Loans for ,overseas trading may be in the form of "packing
loan" and trust receipt," tt The packing loan is a device for
financing exporters. Sometimes, a manufacturer may find diffi-
culties in producing the products, after receiving the orders
together with a Letter of Credit from overseas buyers, because he
is short of working capital. Under such circumstances, the manu-
facturer may present the ordering letter and Letter of Credit to
the bank and obtain funds to finance the processes of production.
On the other hand, the trust receipt is a device for financing
importers. Very often, importers do not have enough money to pay
the bills for the merchandise they ordered. Under such circum-
stances, the importers may make a trust receipt agreement with the
bank, whereby the importers are allowed to deliver the goods for
sales first and then pay for the bills after the goods are sold.
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5.0 ANALYSIS OF BANKING STATISTICS
In the previous two chapters, the lending policies of com-
mercial banks have been analyzed qualitatively. In this chapter,
lending policies are analyzed quantitatively. This chapter con-
sists of four parts: analysis by types of loans, analysis by types
of industry, implications of some significant ratios, and regres-
sion analysis.
The data used in this analysis are mainly obtained from
the Hong Kong Monthly Digest of Statistics, published by the Hong
Kong Government in the period from the beginning of 1968 to the
end of 1974. The reason for choosing these seven years, data is
that they represent, more or less, a recent business cycle in Hong
Kong. The year 1968 was the period of recovery from the depres-
sion caused by the riots in 1967, through 1972 was the period of
prosperity because of stock boom, and then 1974 was the period of
recession after the stock market collapse. Another reason is that
the data prior to 1968 and after 1974 are not completely available
for my analysis purposes. In addition, the data are obtained from
the rating sheet in Part II of the questionnaire.
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5.l Analysis by Types of Loans
The purpose of this section is to find out the bankers'
preferences among different types of loans. Because there is no
comprehensive available data concerning the types of loans, an
attempt was made to analyze the bankers' preferences by means of
the rating sheet.
Frankly speaking, the rating sheet has shortcomings.
First of all, filling in the form was a burdensome task to be
undertaken by busy men on a voluntary basis, which placed certain
restrictions on its design and administration of a nature calcu-
lated to limit detail and hence precision. Loan catagories, as
classified in section 4.6, may be sometimes too difficult to fit
the loan classifications of a particular bank. In addition, it
is inevitable that some bankers' judgments, as reflected in the
rating sheet, lacked a factual basis. Statements of individual
bankers on the rating sheet may only represent individual judge-
ment or impression of the official policy of their particular
bank. Nevertheless, the rating sheets do convey some general
impressions concerning bankers' preferences among loan types and
the criteria upon which such preferences rest. So, the rating
sheet is the second-best device.
The average method was employed to test the bankers'
preferences. In doing so, the rank scorings of each loan catagory
were added up. Then, such sums were divided by the total number
of banks in the sample (that is, fifteen banks in this study), and
hence derived average rank scorings.
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The rank order of loans by various criteria obtained in
this manner is shown in Table 5.1. Loan catagories in order of
overall desirability are as follows: secured loans (2.1), secured
overdrafts (2.6), loans for overseas trading (3.2), bills dis-
counted (3.6), unsecured overdrafts (5.3), unsecured loans (5.3),
and hire-purchase (5.6). Similar rank orderings for the criteria
net rate of return, risk of loss and maturity are given
in Table 5.1.
Table 5.1 provides some clues to the explanations of
bankers' preferences among loan types in general. Higher prefer-
ence for secured loans and secured overdrafts is primarily due to
the fact that their risk of loss is low because of the asset pro-
tection, even though they become mature in a comparativelY-.long
period of time and yield a low rate of return.
Banker are also very willing to do business to bills dis-
counted and loans for overseas trading. Although they involve a
moderate degree of risk, these loans are of short maturity and
are highly profitable. By these loans, in general, banks can earn
in three different ways: the interest, the commissions and the
difference between the buying and selling exchange rates. In
addition, a bank's policy is very much in favour of dealing with
import and export bills advances because of the nature of Hong
Kong as an industrial Colony.
Bankers are somewhat reluctant to deal with unsecured
loans and overdrafts. They are of the opinion that these loans




DIFFERENT TYPES OF LOANS
Net rate Risk ofOverall
loss Maturitydesirability of returnTypes of loans
6.11.62.1Secured loans 5.1
4.6 2.02.6Secured overdrafts 3.5
Loans for overseas
trading 2.03.2 3.83.2
4.3Bills discounted 2.73.6 3.3
6.0(Unsecured overdrafts 3.85.3 3.1
k.0Unsecured loans 5.3 5.8 5.6
4.1Hire-purchase 5.6 3.9 3.6
Note: 1. The rank orderings range from 1 to 7.
2. Low number indicates high desirability.
3. Low number indicates high net rate of return.
4. Low number indicates low risk of loss.
5. Low number indicates short maturity.
medium-to-low rate of return.
Hire-purchase is the least-preferred loan by the bankers.
It is of medium risk of loss, with medium-long maturity and medium-
low rate of return. Bankers regard the nature of hire-purchase as
a loan account composed of numerous small amounts. Thus, a great
deal of handling work is required and the servicing costs are
high. Therefore, many of the banks in Hong Kong are not engaged
in hire-purchase, and in some banks the hire-purchase business
is done by their wholly-owned subsidiary finance companies.
5.2 Analysis by Types of Industry
The purpose of this section is to investigate the bankers,
preferences among loans to different types of industry. The task
in this section is easier than the previous section because the
classifications of loans are clear cut as they are based on what
has been done in the Hong Kong Monthly Digest of Statistics. The
analysis is based on the information obtained in two ways: the
banking statistics as well as the data in the rating sheets.
Analysis of Data from Banking Statistics
Table 5.2 is a reproduction extracted from the Hong Kong
Monthly Digest of Statistics. Since loans to Agriculture and
Fisheries Electricity, Gas and Telephone Mining and Quarrying
are of negligible percentages (total less than five percent) in
the total loan portfolio, therefore they are excluded from this
analysis because they are of less importance. We would concentrate
on the analysis of loans to Manufacturing, Transport and Transport-




cellaneous of which a large portion are loans to financial con-
cerns, stockbrokers and individuals.
Starting from March 31, 1968, the rank of the loan indus
tries in order of decreasing percentage was: General Commerce
(31.98%), t'Miscellaneous (24.96%), Manufacturing (19.89%),
Building and Construction (16.17%), and Transport and Transport
Equipment (4.18%). The loans to general commerce dominated the
loan portfolio because of the nature of the Colony. In the past,
Hong Kong was an entrepot. Later, it changed to an industrial
community where the raw materials were bought from abroad and
finished goods were sold to overseas countries. This ordering
remained for about two years. Until September 30, 1969, loans to
transport companies increased sharply. As of March 31, 1970, the
position of loans to transport companies ranked fourth followed
by loans to building and construction companies. This new order-
ing remained for about another two years. Then in 1972, there
came a wonderful time when almost everyone in Hong Kong had a
beautiful dream. The Hang Seng Index rose like an escalator and
stock prices rose like a rocket. Many businessmen put aside their
original business and used the money to speculate in the stock
market for a quick return. In the third quarter of that year,
the loans to miscellaneous catagory took the place of general
commerce and ranked first. At the same time, the introduction of
containerization changed the transportation pattern of Hong Kong
and transportation companies required a lot of funds to finance
the expansion. Thus, at the end of 1972, loans to transportation
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companies rose sharply while loans to manufacturing firms declined
sharply at the same time. As of March 31, 1973, it was the time
when the Hang Seng Index rose to the record figure 1744.96 and
everyone was mad with stock speculation. Loans to individuals
increased to $5,247 millions, which represented 24.54 percent of
the total loan portfolio, which doubled the percentage in March
1968. Percentage of loans to miscellaneous catagory was almost
four times the loans to manufacturing. Since then, loans to indi-
viduals remained to be a substantial portion, and it indicated
that personal loans were the new outlets for bank lending. At the
end of 1974, the rank of the loan industries were: Miscellaneous
(38.9%), General Commerce (30.05%), Transport and Transport
Equipment (14.37%), Manufacturing (10%), and Building and
Construction (5.31%). As compared with the percentage in March
1968, the percentage of loans to manufacturing was reduced-by-.one-
half, loans to transport rose three folds, loans to general com-
merce remained relatively the same, loans to building and cons-
truction reduced three folds and loans to miscellaneous increased
by one half.
Analysis of Data from the Rating Sheet
The rank order of loans to various criteria obtained by
using average method is shown in Table 5.3. Loan catagories in
order of overall desirability are as follows: commercial loans
(1.8), loans to manufacturing (3.2), loans to banks (4.5), real
estate loans to individuals (4.5), loans to financial institutions
(4.6), real estate loans to construction company (4.9), loans to
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TABLE 5.3
BANKERS' PREFERENCES AMONG LOANS TO
DIFFERENT TYPES OF INDUSTRY
Overall Net rate Risk of
Types of industry desirability of return loss Maturity
(Commercial loans 1.8 2.2 5.0 3.2
Loans to manufacturing) 4.53.2 4.53.1
Loans to banks 4.5 6.5 1.0 1.1
jReal estate loans to
individuals 4.5 4.o 4.7 7.5
Loans to financial
1 institutions 4.6 5.3 2.63.0
Real estate loans to
L. tconstruction company 4.9 4.7 6.9
(Loans to brokers 4.95.9 4.25.2
(Loans to individuals 6.1 4.4 7.6 5.3
Note: 1. The rank orderings range from 1 to 8.
2. Low number indicates high desirability.
3. Low number indicates high net rate of return.
k. Low number indicates low risk of loss.
5. Low number indicates short maturity.
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brokers (5.9), and loans to individuals (6.1).
Bankers prefer commercial loans and loans to manufacturing
in the sense that such loans have high rates of return and are of
medium-short maturity, even though they are of high risk of loss.
In addition, some Chinese bankers said that this is the real role
of local banks in financing local businesses.
Although loans to banks have zero risk of loss and are
of very short maturity (Money at Call), bankers do not prefer to
lend money to other banks because of the low rate of return. In
Hong Kong, Chinese banks are active lenders while foreign banks,
especially Japanese and American banks, are active borrowers. How-
ever, one British banker said that it is not his bank's practice
in inter-bank lending, for then, it means you put your money in
your competitors' pockets and help them do business.
Real estate loans to individuals ranks fourth because they
constitute an asset with medium rate of return and risk and are of
long maturity. One banker of a bank, which is dominant in this
field, said that it is his bank's objective to help residents
become owners of the house and, in fact, it is the best outlet
for excess cash to invest.
Loans to financial institutions ranks fifth. They combine
short maturity, medium-low risk and low profitability.
Real estate loans to construction companies ranks sixth,
and actually many banks do not have this loan catagory. They con-
stitute an asset with medium-low rate of return and risk but are
of long maturity. One banker, however, said that loans to cons-
truction companies can bring some contingent business" to the
bank. After the completion of the building, the construction com-
pany may advise its flat-purchasers to arrange house-purchase
instalment loans with the bank.
Loans to brokers ranks seventh and are not very much appre-
ciated by bankers. Such kind of loan constitute a medium maturity
and risk and low rate of return. One possible reason is that it
is the time of stock slamp. Bankers all realize now that they
should not finance speculation.
The last catagory is loans to individuals. These loans
combine high risk of loss, medium-long maturity and medium-low
rate of return. The personal loan is still a new lending concept
in Hong Kong, especially in Chinese banks.
5.3 Implications of Some Significant Ratios
The purpose of this section is to find out the implications
of some significant ratios, namely, loans-to-deposits ratio, li-
quidity ratio, loans-to-total assets ratio, loans-to-liquid assets
ratio, and deposits-to-total liabilities ratio.
Loans-to-Deposits Ratio
The loans-to-deposits ratio, as the term implies, is a
ratio between the amount of loans and the amount of deposits. It
is the most controversal figure among the public for it shows how
much of the deposits in the-banks have been lent out.
Before 1973, as shown in Table 5.4, the loans-to-deposits
ratio was around 65 percent. It showed that the loan portfolio




THE RELATICNSHIP BETWEEN LOANS AND DEPOS ITS :
(JAN.31.1968-DEC.31.1974)
YEAR/MONTH LOANS DEPOSITS LOANS-TO-DEPOSITS
(HESM) (HKSM) RATIO(%)
1968 JAN 5347 8356 63.99
FEB 5365 8559 62.08
MAR 5562 8714 63.48
APR 5588 8919 62.45
MAY 5552 9088 61.09
JUN
5617 9432 59.55
AUG 5652 9579 59.00
SEP 5782 9797 59.02
OCT 5806 10023 57.93
NOV 5902 10218 57.76
DEC 6038 10367 58.24
1969 JAN 6085 10655 57.11
FEB 6189 10810 57.25
MAR 6329 10951 57.79
APR 6431 11166 57.59
MAY 6534 11233 58.17
JUN 6755 1291 59.83
JUL 6798 11437 58.44
AUG 6942 11569 6001
SEP 7288 11766 61.94
OCT 7514 12028 62.47
NOV 7692 12062 63.77
DEC 7884 12297 64.11
1970 JAN 8023 12524 64.06
FEB 8134 12718 63.96
MAR 8396 12997 64.60
APR 8427 13269 63.51
MAY 8619 13469 63.09
JUN 8439 13650 64.02
JUL 9181 14266 64.36
AUG 8811 14094 62.52
SEP 8960 14333 62.51
OCT 9254 14482 63.90
NOV 9483 14814 64.01
DEC 9670 14955 64.66
1971 JAN 10014 15216 65.81
FEB 10116 15649 64.64
MAR 10304 16115 64.31
APR 10558 16531 63.87
MAY 10662 16838 63.32
JUN 10836 17132 63.25
JUL 11064 17378 63.67
AUG 11443 17012 64.97
SEP 11639 17918 64.96OCT 11468 18240 62.87
NOV 11608 18520 62.98





Note: This table is compiled by the author
The source of data of loans and deposits
are obtained from the Hong Kong Monthly
Digest of Statistics, January, 1970
December, 1974, published by the Census
and Statistics Department, Hong Kong.
FIGURE 5.1
TREND OF LOANS-TO-DEPOSITS RATIO
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ably without sacrificing their liquidity. Borrowers were able to
repay the loans and obtain new credit facilities. After then, the
situation worsened. The loans-to-deposits ratio rose sharply and
stayed at an uncomfortable level. At the end of 1974, the ratio
was 95.33 percent. This figure threatened the depositors in the
general public very much because they were afraid that banks would
be unable to meet-their withdrawals as banks almost lent out all
the deposits.
However, the ratio of 95.33 percent does not describe the
real situation of the Hong Kong banking system. It is only an
overall figure. Indeed, the Colony's banking system is healthy
at present and is expected to continue to grow in the future.
Besides deposits, the capital and reserves of commercial banks are
also functioning as a cushion. In addition, as we know, there are
three main catagories of banks in Hong Kong: Communist Chinese
banks at one extreme, foreign banks at another extreme and local
Chinese banks in the middle. Communist banks are extremely in-
active in lending to the Colony. They only finance the left-wing
industrial endeavours in Hong Kong in the form of import and export
bills, and do not make various kinds of loans as other banks.
Communist banks only handle 10 percent of the total loan portfolio
of the Colony (2, p. 17). Therefore, according to estimation, the
loans-to-deposits ratio of Communist Chinese banks is only about
40 percent. On the other hand, foreign banks are aggressive in
exploiting new lending markets. Since they have very little local
deposits base, their sources of funds come substantially from
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inter-bank loans in the Colony and some may be borrowed from the
Eurodollar market. Thus, the loans-to-deposits ratio of foreign
banks is generally over 100 percent some even may be as high as
150 percent. However, in fact, there is no financial problem for
such large multi-national banks because they have strong deposits
bases in their home countries to back up their operations in Hong
Kong. The loans-to-deposits ratio of the remaining local Chinese
banks is in the range of 50- 70 percent.
Consequently, there are three implications of the high
level of loans-to-deposits ratio. First, it shows that the in-
crease in deposits is much alower than the increase in loans.
Second, it indicates.that money is tighter than before. Lastly,
it means that borrowers have found difficulties in repaying their
outstanding debts after the collapse of the stock market in 1973.
The high amount of loans outstanding is actually an accumulation
of the old loans and not the new loans granted by the loosen-
ing, of the lending policies.
Liquidity Ratio
The liquidity ratio is a ratio between the liquid assets
and the deposits. It is a device to regulate the funds in the
banks in order to maintain a certain amount of cash or cash equi-
valents to enable them to meet depositors' withdrawals.
The liquidity ratio can act as an evidence to support the
soundness of the Hong Kong banking system. For the past seven
years, that is from,1968 to 1974, the liquidity ratio ranged from
48.93 to 67.37 percent, with an average of about 60 percent, as
88
















































































































Note: This table is compiled by the author.
The source of data of liquid assets and deposits
are obtained from the Hong Kong Monthly Digest
of Statistics, January, 1970 - December, 1974,









shown in Table 5.5. All these figures are far above the statutory
minimum of 25 percent liquidity ratio.
Loans-to-Total Assets Ratio
The loans-to-total assets ratio, as the name implies, is a
ratio between loans amount and total assets amount. It shows the
constitution of loans in the assets portfolio of the banks.
.Prior to 1973, as shown in Table 5.6, about 40 percent of
assets are loans. Since then, the loans-to-total assets ratio has
risen to around 50 percent. Such an increase in loans-to-total
assets ratio implies the accumulation of old loans. In addition,
it shows that the importance of loans to the banks' earnings has
increased.
Loans-to-Liquid Assets Ratio
The loans-to-liquid assets ratio, as the term implies, is
a ratio between loans amount and liquid assets amount. It shows
the relative position of loans and liquid assets in the assets
portfolio of the banks.
Prior to 1973, as shown in Table 5.7, the amount of loans
is, more or less, the same as the amount of liquid assets. After
then, loans-to-liquid assets ratio increases to around 150 percent.
Such an increase in loans-to-liquid assets ratio implies that
bankers have begun to put the money in earning assets with a view
to improve their profitability.
Deposits-to-Total Liabilities Ratio
The deposits-to-total liabilities ratio, as the name im-
plies, is a ratio between deposits amount and total liabilities.
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TABLE 5.6
THE RELATIONSHIP RETWFFN LOAMS AND TOTAL ASSETS
(JAN 31 1968 - DEC 31 1974)




Note: This table is compiled by the author.
The source of data of Loans and total assets
are obtained from the Hong Kong Monthly Digest
of Statistics, January 1970 - December, 1974




THE RELATIONSHIP BFTWEEN LOANS AND LIQUID ASSFTS:
(JAN 31 1968 -DEC 31 1974)




Note: This table is compiled by the author
The source of data of loans and liquid assets
are obtained from the Hong Kong Monthly Digest
of Statistics, January 1970 - December, 1974
published by the Census and Ststistics Department
Hong Kong
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It indicates how many sources of funds of the banks are derived
from deposits.
As shown in Table 5.8, deposits-to-total liabilities re-
mained around 60 percent for the period from 1968 to 1973. This
indicates that banks retained the same effect in attracting de-
posits during that period. However, at the end of 1974, the ratio
was about 50 percent. This implies that the rate of increase of
the amount of deposits had slowed down. Since then, banks have
begun to find difficulties in lending tight money,from deposits.
5.4 Regression Analysis
The main purpose of regression analysis is to find out the
relationshipbetweenthe dependentvariable anda set of indekpendentvariables, andto test the significanceof eachindependent
variable in the prediction of the dependent variable. In this
thesis, the regression analysis is done by using the ICL Statis-
tical Analysis Package. Even though it is done by computer, the
theory is the same all over the world.l Two regression analyses
are discussed in this section.
Overall Loans Regression Analysis
In this case, loans is the dependent variable, and the
six independent variables chosen are: deposits, liquid assets,
prime rate, inter-bank lending rate, Hang Seng Index, and vissible
1For those interested in regression analysis theories,
there are some suggested references: Taro Yamane, Statistics:
An Introductory Analysis, (2nd ed. New York: Harper Row, 1967)
Chapter 14, 22. John Johnston, Econometrics Methods, (New York:
McGraw-Hill Book Company, Inc., 19637 Chapters 1-4.
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TABLE 5.8
THE RELATIONSHIP BETWEEN PEPASITS AND TOTAL LIABILITIES
(JAN 31 1968 - DEC 31 1974)
YEAR/MONTH DEPOSTTS TOTAL LIABILIFIES DEPOSTTS-TO-TOTAL
(HK$M) (HK$M) LIQBILITIES RATIO (%)
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TABLE 5.8 (Cont'd)
YEAR/MONTH DEPOSITS TOTAL LIABILITIES DEPOSITS-TO-TOTAL
(HK$M) (HK$M) LIABILITIES RATIO (%)
Note: This table is compiled by the author.
The source of data of deposits and total liabilities
are obtained from the Hong Kong Monthly Digest
of Statistics, January, 1970-December, 1974,




First of all, we have obtained a correlation matrix, as
shown in Figure 5.2. In the matrix, the range of the correlation
coefficient is from zero to unity. The closer the correlation
coefficient to unity, irrespective of the sign, the closer the re-
lation between the two variables. Thus, the relationship between
loans and deposits is the closest (0.97), while the relationship
between inter-bank lending rate and loans is far apart (0.34).
As deposits and loans are the most closely related, it is
worthwhile to see the relationship between these two variables
thoroughly. Given the significant level is 5 percent, then the
simple regression equation is:
LOANS = -5469.59 + 1.04 ( DEPOSITS )
where -5469.59 is the intercept and 1.04 is the regression
coefficient of the independent variable, deposits, are obtained as
shown in Figure 5.3.
Since the computed t statistic equals 38.49, which is
higher than 1.990, the theoretical t value, therefore, "deposits"
is a significant variable in explaining "loans." It shows that
if the deposits become larger, the loan will become larger accord-
ingly.
In addition, if it is given that the significant level is
5 percent, then only three of the six independent variables are
significant in explaining the trend of "loans," and should be
included in the regression set. They are, namely, deposits, liquid
assets and prime rate. The multiple regression equation is:
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FIGURE 5.2
00/45/38 08/03/75 ICL 1900 STATISTICAL ANALYSIS XDS3/23
CORRELATION MATPIX BANK
LOAN DEPOST LASSET PRATE IBRATE HSINDX VTBAL
LOAN 1.00 0.97 0.93 0.61 0.34 0.55 0.35
DEPOST 0.97 1.00 0.97 0.46 0.22 0.63 0.34
LASSFT 0.93 0.97 1.00 0.48 0.16 0.52 0.30
PRATE 0.61 0.46 0.48 1.00 0.61 0.17 0.22
IBRATE 0.34 0.22 0.16 0.61 1.00 0.03 0.14
HSJNDX 0.55 0.63 0.52 0.17 0.03 1.00 0.14
VTBAL
0.35 0.34 0.30 0.22 0.14 0.14 1.00
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FIGURE 53.
00/45/57 8/03/75 ICL 1900 STATISTICAL ANALYSIS XDS3/23
REGRESSION ANALYSIS COVA BANK CUT OFF PARAMETER .100000E- 5
DEPENDENT VARIAGLE LOAN DEGREES OF FREEDON 82
INDEPENDENT VARIABLES AT SIGNIFICANT LEVEL 5.00 %
DEPOST LASSET PARATE IBRATE HSINDX VTBAL
VARIABLE DEPOST JOINED THE REGRESSION SET
VARIABLES IN THE REGRESSION SET
VAR REGRISSION STANDARD CONFIDEWCE T STAT PART MULTIPLE E S S
NAME COEEF FRROR INTERVAL CORR CORRELATION
DEPOST 1.0403187 .270294E- 1 .537886E- 1 38.49 0.97 .449636E 10
VARIABLES NOT IN THE REGRESSION SET
VAR
NAME







1.83 -0.20 0.974 .226437E 9
13.02 0.82 0.991 .762246E 8
5.98 0.55 0.982 .163669E 9
3.45 -0.36 0.977 .205630E 9
0.71 -0.08 0.974 .234393E 9
E.S.S. .235840E 9
RESIDHAI EPRDG .169591E 4
MDLT COPR .973
INTERCEPT TORM - 5469.5908289
DURBIN-RATSON D STATISTIC = 0.0654
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LOANS= -14599.17+ 1.25( DEPOSITS)
-0.56( LIQUID ASSETS)+ 1388.73( PRIME RATE)
where -14599.17 is the intercept, the regression coeffi-
cients of deposits, liquid assets and prime rate are 1.25, -0.56,
1388.73 respectively, as shown in Figure 5.4.
Share Loans Regression Analysis
In this case, "loans to stockbrokers" is the dependent
variable, and Hang Seng Index is the independent variable.
Given the significant level is 5 percent, then the simple regres-
sion equation is:
LOANS TO STOCKBROKERS= 53.07+ 0.67( HANG SENG INDEX)
where 53.07 is the intercept, and 0.67 is the regression
coefficient of the independent variable, Hang Seng Index, as
shown in Figure 5.5.
As shown in Figure 5.5, the multiple correlation coeffi-
cient is 0.809. Hence, the determination coefficient, square of
correlation coefficient, is 0.65. It shows that there is a close
relationship between loans to stockbrokers and Hang Seng Index.
When we look at Table 5.2, we can notice that the highest percent-
age of loans to stockbrokers is 4.15 percent at the end of 1972,
which was the period of stock boom in Hong Kong. Since then, Hong
Kong experienced a stock slump, and loans to stockbrokers dropped
to 0.98 percent at the end of 1974. In this way, we can see that
the movement of loans to stockbrokers has followed the movement of
the Hang Seng Index. In other words, Hong Kong bankers have a
very strong adaptability to the economic environment.
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FIGURE 5.4
00/45/59 08/03/75 ICL 1900 STATISTICAL ANALYSIS XDS3/23
RFGRESSION ANALYSIS COVA BANK CUT OFF PARAMETER .100000E- 5
DEPENDENT VARIABLE LOAN DEGREFS OF FREEDOM 80
INDEPENDENT VAR) ABLES AT SIGNIFICANT LEVED 5.00 %
DEPOST LASSET PPATE IBRATF HSINDX VTBAD
VARIADLE LASSFT JOINED THE REGRESSION SET
VARIABLES IN THE REGPESSION SET
VAR RFGRFSSION STANDARD CONFIDENCE T STAT PART MULTIPLE E S S
NAME COEFF FRR0R INTERVAL CORR CORRELATION
DEPOST 1.2472094 .527608E- 1 .104994E 0 23.64 0.94 0.953 .414036E 9
LASSET 0.5557276 .906246E- 1 .180343E 0 6.13 -0.57 0.991 .762246E 8
PRATE 1388.7286651
.846155E 2 .168385E 3 16.41 0.88 0.974 .226437E 9
VARIABLES NOT IN THE REGRSSION SET
VAR T STAT PART MULTIPLE E S S
CORR CORRELATIONNAME
IBRATE 0.67 -0.08 0.994
.515599E 8
HSINDX 1.77 0.20 0.994 .498744E 8







DUPRIN-RATSON D DTATISTIC = 0.4299
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FIGURE 5.5
DURBIN-WATSON D STATISTIC = 1.0368
REGR,SLOAN,COVA
00/48/49 08/03/75 ICL 1900 STATISTICAL ANALYSIS XDS3/23
REGRESSION ANALYSIS COVA SLOAN CUT OFF PARAMETER 100000E- 5
DEPENDENT VARIABLE SHLOAN DEGREES OF FREEDOM 26
INDEPENDENT VARIABLES ATSIGNIFICANT LEVEL 5.00%
HKINDX
VARIABLE HSINDX JOINED THE REGRESSION SET
VARIABLES IN THE REGRESSION SET
VAR REGRESSION STANDARD CONFIDENCE T STAT PART MULTIPLE E S S
NAME COEFF ERROR INTERVAL CORR CORRELATION
HSINDX 0.6743200 961576E- 1 197700E 0 7.01 0.81 133673E 7
VARIABLES NOT IN THE REGRESSION SET
VAR
NAME
T STAT PART MULTIPLE F S S
CORR CORRELATION
E.S.S. 462306E 6




6.0 SUMMARY AND CONCLUSIONS
Bankers, like other financial managers, are always con-
fronted with the dilemma of liquidity against profitability. Loans
are the most profitable earning assets but they are also the most
risky. As Hong Kong is a financial centre where there is no com-
plete open money market, commercial banks do not have sufficient
instruments to meet the secondary reserve requirement. Bankers are
very conscious of the liquidity problem. In addition, liquidity
maintenance is one of the social responsibilities of a bank in
order to maintain the confidence of the general public. Commercial
banks in Hong Kong usually are so conservative that they first
maintain a substantial amount of deposits for reserve and then
lend the remaining small amount.
In Hong Kong. there are three major catagories of banks:
Communist Chinese banks, local Chinese banks and foreign banks.
Communist banks are inactive in lending to local industries and
enterprises. Foreign banks are aggressive in lending so as to
facilitate the trade between Hong Kong and their home countries.
Therefore, it seems that financing local business concerns rests
with the local Chinese banks. However, Chinese banks are usually
conservative. Most of the Chinese banks lend only to those who
are known by the lending officers or directors of the banks. For
this reason, a lot of loan demands, especially those small busi-
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nesses, are not accomodated.
There is a clear-cut distinction between the lending phi-
losophy of Chinese banks and that of American banks. Chinese
banks do not place much emphasis on credit analysis, especially
financial statements analysis. They are concerned with collateral,
a concept of assets protection. Financial statements analysis is
only employed and emphasized by American banks, and assets pro-
tection is practised with less emphasis. In American banks, so
long as it is shown that the project is sound and the cash budget
will meet repayment terms, unsecured loans are readily granted.
Although most of the large and medium banks in Hong Kong
have been computerized, they have never analyzed the credit in-
formation of customers by means of the computer. In order to
fully utilize the computer's capacity, and/or improve the efficien-
cy and effectiveness of loans granting, a Taiwan writer has recom-
mended a model for credit analysis by banks (12, June, pp. 19-26
July, pp. 23-28). When using this model, a bank first collects
the information about the attributes of "good" accounts, "marginal"
accounts and "bad" accounts based on the bank's own past records.
Such attributes are: age, occupation, records of employment,
earnings, and payment records. Then, discriminant analysis is
applied. An equation for all the relevant attributes is derived.
Decision points are also obtained. Whenever a new application for
a loan is received, the bank can feed the data into the computer
and obtain results within a few seconds. If its credit scoring
lies in the area of goods accounts, then such a loan request will
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certainly be accepted. If its credit scoring lies in the region
of bad accounts, then such a loan application should be rejected.
If its credit scoring lies in the region between "good" and "badt"
accounts, then it becomes a marginal account because whether it is
accepted or rejected will depend on other factors. Of course,
this credit scoring by means of discriminant analysis only serves
as a guide to the lending officers for their decision making on
loans granting on an objective basis. A clever banker should make
decisions based not only on discriminant analysis but also on
other factors as well.
Commercial banks in Hong Kong much prefer lending on a
short-term basis. They think that the shorter the maturity of
loans, the higher the turnover of loans, and the more loans demands
that can be fulfilled. In addition, there is a lower risk of loss
involved in short-term loans because they are self-liquidating.
The repayment of loans comes from income or profits earned by the
borrowers. Banks in Hong Kong also like to deal with commercial
loans because of their profitability. Banks can earn commissions,
interests and the amount of difference between the buying and
selling exchange rates. Moreover, commercial banks traditionally
finance commercial business concerns, and it is their role to con-
tribute to an industrial Colony.
There is a bad practice in local lending. Commercial banks
tend to grant loans which become mature in a period of less than
five or seven years. If the project is essentially a long-term
project, banks will try to grant loans on a yearly basis with a
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view to annual renewals. In fact, this practice will affect the
financial planning of local businessmen for they cannot be certain
of what the exact time of maturity of the loan is.
Finally, the lending policies of commercial banks in Hong
Kong appear safe, but not very sound. In general, the borrowers
initiate action on lending, not lending officers. The lending
officers sit in the office everyday and wait for loan applications.
Many new customers, who may be urgently in need of constructive
loans, are afraid of meeting the bankers. Most of the customers
are frustrated by the banks' policies to reject loan requests of
new customers who have never had business relations with the bank.
However, the passive lending attitude has been changed in many
countries nowadays. Hong Kong bankers should grant legitimate
loans which are really and urgently needed by the community. In
doing so, the economic development of the Colony can prosper.
Bankers should actively try to develop new outlets for loans grant-
ing. They should go out to search for suitable borrowers. Banks
should also finance newly established firms. Once helped, they
become faithful customers to the bank forever. If they are success-
ful afterwards, they will bring a lot of profits and business to
the bank. However, the task of seeking profitable outlets rests
on the shoulders of the export lending officers of commercial




PART I: (General Discussion of Loan Policies)
1. How are the bank's loan policies formulated? By whom are they
formulated? How often are they reviewed and revised?
2. How are they communicated to the lending officers for imple-
mentation?
3. How you regard the present overall size of your loan portfolio?
a. about right
b. too large
c. too small Why?
4. What are the principal factors which determine the size of
your total loan portfolio? Individual loan catagories?
5. Do your lending policies imply any fixed compositional limits?
If so, how are they defined?
6. What sets the upper limit to loan expansion for your bank?
7. What ratio of loans-to-deposits would you consider excessive
for Your bank?
a. 50 - 60%
b. 60 - 70%
c. 70 - 80%
d. 80 - 90%
e. Above 90%
8. Which types of loans do you have?
9. How much emphasis is placed on the applicants' financial
statements?
10. What are your sources for obtaining credit information about
your customers?
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11. What types of collateral are considered suitable for loans?
12. What is the loan limit for the following collateral?
a. shares




f. gold and jewellery
g. fixed deposit receipts
13. What are your major sources of funds for making loans?
14. What are some of the factors affecting:
a. maturity of loans made;
b. interest rates charged.
15. What are your general policies towards dealing with problem
loans?
16. Generally speaking, what is the percentage of problem loans
in your loan portfolio?
17. Do you have any kinds of loans done by your subsidiary finance
company? If so, what kind is it? How much is it as compared
to the whole loan portfolio?
18. How is responsibility delegated to your lending officers?
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PART II: (Rating Sheet)
Based on the lending policies of your bank, how would you rank the
following loan catagories for each criterion:
Net rate Risk ofOverall
















Real estate loans to
Construction company
Real estate loans to
individuals
Note: Please rank the first part from 1 to 7 and rank the
lower part from I to 8. If there are any loan catagories which
are not applicable to your bank, please fill in N.A. in that
catagory box. Low number indicates high desirability, high net
rate of return, low risk of loss, and short maturity.
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1香 港 商 業 銀 行 放 款 政 策 之 分 析
本 文 共 分 六 章 二 十 三 節 ， 旨 在 就 香 港 高 業 銀 行 之 放 款
政 策 作 質 與 量 之 分 析 。
首 章 為 緒 論 ， 主 要 把 商 業 銀 行 之 性 質 、 功 能 和 特 徵 作
一 簡 要 之 介 紹 。 高 業 銀 行 是 集 中 游 資 和 融 通 資 金 需 要 的 金
融 企 業 機 構 。 銀 行 在 契 約 下 ， 以 其 資 金 借 與 需 要 資 金 週 轉
者 ， 俟 期 限 屆 滿 時 ， 再 由 借 款 人 歸 償 本 金 ， 付 給 利 息 ， 此
種 行 為 ， 謂 之 放 款 。 銀 行 透 過 放 款 功 能 ， 可 以 創 造 引 伸 存
款 ， 擴 大 貨 幣 的 供 應 和 使 用 ， 使 社 會 上 之 資 金 獨 得 充 份 利
用 。
2第 二 章 討 論 香 港 的 銀 行 制 度 。 香 港 的 金 融 業 務 近 年 來
有 長 足 的 發 展 ， 有 亞 洲 的 瑞 士 美 譽 ， 國 際 性 的 銀 行 和 金 融
機 構 紛 紛 來 港 設 立 辦 事 處 ， 從 事 各 種 金 融 活 動 。 關 於 香 港
銀 行 制 度 和 金 融 體 系 的 特 點 ， 在 本 章 內 有 簡 要 的 說 明 。
第 三 章 討 論 放 款 政 策 之 要 點 。 一 般 銀 行 的 放 款 業 務 ，
要 以 謀 利 為 目 的 。 惟 在 現 代 社 會 經 濟 組 織 內 ， 銀 行 經 營 之
健 全 與 否 ， 與 工 商 各 業 休 戚 與 共 。 而 所 謂 經 營 之 健 全 ， 卽
指 放 款 政 策 之 穩 健 與 否 而 言 。 如 放 款 業 務 稍 一 失 當 ， 除 銀
行 本 身 蒙 受 損 失 外 ， 且 足 以 危 害 整 個 社 會 之 利 益 。 是 以 銀
行 之 放 款 ， 雖 以 增 加 收 益 為 目 的 ， 仍 須 以 穩 健 為 前 提 ， 然
3後 始 能 建 立 良 好 的 聲 譽 與 基 礎 ， 獲 得 社 會 人 士 之 信 賴 ， 進
而 吸 收 更 多 之 存 款 及 其 他 生 意 ， 並 發 揮 銀 行 服 務 社 會 的 職
志 ， 使 業 務 蒸 蒸 日 上 。 故 銀 行 放 款 業 務 經 營 方 針 ， 必 須 多




服 務 功 能 。
通 常 放 款 政 策 可 分 書 面 記 錄 和 無 書 面 記 錄 兩 種 。 後 者
多 為 中 小 銀 行 所 採 用 ， 取 其 伸 縮 性 較 大 ， 易 於 將 就 融 通 客
4戶 ， 以 爭 取 生 意 。 惟 一 般 大 銀 行 均 採 取 前 者 ， 以 其 在 大 機
構 之 內 易 於 信 息 傳 遞 和 權 力 控 制 。 其 實 ， 一 般 銀 行 之 放 款
政 策 都 是 以 該 銀 行 之 傳 統 習 慣 和 過 去 之 做 法 為 藍 本 。 大 致
上 ， 放 款 政 策 包 括 左 列 六 點 ：
一 、 放 款 配 搭 之 額 度 、
二 、 放 款 之 種 類 、
三 、 放 款 之 期 限 、
四 、 放 款 之 利 息 、
五 、 放 款 之 抵 押 品 及 資 信 、
六 、 放 款 之 分 層 授 權 。
5銀 行 放 款 配 搭 之 額 度 ， 受 流 動 性 、 資 本 、 存 款 和 經 濟
情 況 所 影 響 。 再 且 ， 放 款 配 搭 應 盡 量 分 散 ， 以 減 低 損 失 風
險 。
香 港 的 商 業 銀 行 多 喜 做 短 期 性 之 放 款 ， 因 為 此 等 放 款
具 有 自 動 償 還 的 性 質 ， 例 如 營 運 資 金 之 融 通 。 且 短 期 放 款
之 風 險 較 小 ， 週 轉 率 大 ， 可 以 滿 足 更 多 顧 客 之 資 金 需 要 。
於 此 ， 筆 者 欲 指 出 本 港 銀 行 有 一 懷 習 慣 ， 卽 以 短 期 方 法 行
之 於 長 期 性 質 之 放 款 ， 此 法 先 借 款 給 借 款 人 一 年 ， 期 滿 時
審 查 借 款 人 的 資 信 ， 若 認 為 符 合 ， 則 續 期 一 年 ， 否 則 銀 行
有 權 拒 絕 批 准 繼 續 放 款 ， 如 是 下 去 。 此 法 嚴 重 影 響 工 商 企
6業 之 長 期 發 展 計 劃 。
銀 行 放 款 的 利 率 受 放 款 成 本 、 社 會 經 濟 狀 況 和 優 惠 利
率 的 影 響 。 利 息 為 銀 行 收 入 的 主 要 來 源 ， 但 高 利 息 卻 為 借
款 人 的 一 種 沉 重 負 擔 ， 加 以 銀 行 業 競 爭 激 烈 ， 故 利 率 不 宜
訂 得 過 高 。
為 使 銀 行 業 務 趨 於 健 全 ， 政 府 設 有 銀 行 監 管 處 ， 負 責
審 查 銀 行 日 常 活 動 是 否 有 達 銀 行 法 規 。 銀 行 法 規 對 於 銀 行
放 款 給 某 人 、 董 事 、 僱 員 、 及 呆 賬 準 備 等 均 有 限 制 ， 又 限
定 法 定 流 動 比 率 ， 凡 此 均 在 本 章 內 論 及 。
第 四 章 討 論 放 款 政 策 的 理 論 與 實 務 。 健 全 的 放 款 ， 必
7先 要 審 查 瀮 貸 款 之 目 的 、 歸 還 方 法 和 保 障 損 失 方 法 。 又
需 需 考 慮 貸 款 人 的 品 德 、 能 力 和 資 力 。 若 各 項 符 合 安 全 標 準
， 始 予 放 款 ， 藉 以 減 少 日 後 壞 賬 之 發 生 。
客 戶 之 信 用 分 析 極 為 重 要 ， 最 可 信 賴 的 資 料 來 源 ， 為
銀 行 本 身 有 關 該 客 戶 過 去 之 紀 錄 。 此 外 ， 本 港 銀 行 亦 慣 於
用 同 業 問 通 信 來 獲 得 客 戶 之 信 用 資 料 。 至 於 財 務 報 表 分 析
等 客 觀 分 析 方 法 ， 祇 有 那 些 美 國 銀 行 採 用 。
一 般 銀 行 通 常 都 要 求 借 款 人 提 供 抵 押 品 ， 最 常 見 的 抵
押 品 為 股 票 、 房 地 產 、 定 期 存 款 單 、 機 器 設 備 、 貨 品 和 黃
金 珠 寶 等 。 抵 押 之 方 式 有 三 ： 質 押 、 按 揭 和 公 司 債 。
8至 於 處 理 呆 賬 之 方 法 ， 一 般 銀 行 為 顧 全 客 戶 間 關 係 使
其 免 於 惡 化 ， 最 常 用 者 為 催 收 辦 法 ， 不 斷 促 請 客 戶 還 款 ，
非 不 得 已 不 會 採 用 法 律 途 徑 。
第 五 章 根 據 統 計 資 料 ， 對 香 港 商 業 銀 行 放 款 政 策 加 以
分 析 。 結 論 認 為 本 港 銀 行 較 喜 歡 做 抵 押 放 款 和 透 支 、 進 出
口 押 滙 和 票 據 貼 現 。 就 放 款 對 象 言 ， 本 港 銀 行 較 喜 歡 做 商
業 性 之 放 款 。
放 款 對 存 款 之 比 率 最 為 人 關 注 ， 此 一 比 率 在 一 九 七 四
年 底 時 竟 高 達 百 分 之 九 十 五 點 三 三 。 其 含 意 有 三 ： 存 款
之 增 長 率 達 較 放 款 之 增 長 率 為 低 ； 市 面 銀 根 甚 緊 ；
舊
9債 積 壓 甚 巨 。 其 他 如 ： 流 動 性 比 率 、 放 款 對 總 資 產 比 率 、
放 款 對 流 動 資 產 比 率 、 以 及 存 款 對 總 負 債 比 率 ， 在 本 章 內
亦 有 討 論 分 析 。
最 後 ， 在 本 章 內 作 迴 歸 分 析 ， 尋 求 放 款 與 其 他 變 數 間
之 相 互 關 係 。
然 後 ， 在 最 後 第 六 章 作 一 總 結 。 作 者 認 為 香 港 商 業 銀
行 的 放 款 政 策 相 當 保 守 ， 正 惟 其 保 守 ， 故 亦 相 當 安 全 。 它
們 通 常 祇 放 款 與 銀 行 放 款 主 任 或 董 事 相 熟 者 ， 通 常 都 要 求
抵 押 品 ， 且 多 數 喜 歡 做 短 期 放 款 。 除 那 些 美 國 銀 行 外 ， 一
般 銀 行 都 較 少 重 視 信 用 分 析 ， 尤 其 是 財 務 報 表 的 客 觀 分 析
10
， 多 數 以 放 款 主 任 之 主 觀 判 斷 為 依 歸 。 最 後 ， 作 者 認 為 香
港 的 銀 行 應 該 主 動 地 和 積 極 地 發 展 新 的 和 正 當 合 適 的 放 款
出 路 ， 這 樣 才 可 以 分 散 風 險 ， 增 加 銀 行 收 益 ， 並 促 進 社 會
經 濟 發 展 。


